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ABSTRACT 


The Emergency Loan Guarantee Act of 1971 provided up to $250 million 
in guaranteed loans to Lockheed Aircraft Corporation. As of December 
1976, $100 million of these loans were still outstanding. 

This thesis is an investigation of the Emergency Loan Guarantee Act, 
the Emergency Loan Guarantee Board, and Lockheed Aircraft Corporation 
during the 1971-1976 time frame. Both the legislation and Lockheed's 


subsequent performance under the 1971 Act are evaluated. 
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I. INTRODUCTION 


Lockheed Aircraft Corporation and the term "government bailout" 
have become synonymous to many individuals due to the operation of the 
Emergency Loan Guarantee Board in guaranteeing loans to a maximum of 
$250 million, made possible by the Emergency Loan Guarantee Act of 1971. 

The debates and hearings which led to the passage of the Emergency 
Loan Guarantee Act were both complex and important in the issues raised. 
An enormous amount of material was presented by witnesses for and 
against the guarantees. Congressional approval came only after com 
Siderable controversy and very close votes in both the House and the 
senate. 

Five years later there is still considerable debate over the "Lock- 
heed loan." Many of the same issues are raised over and over again. 
Confusion still exists over the "terms" of the loan guarantee. This 
was especially true during discussions on possible aid to New York City 
mang ICS fiscal crisis in late 1975. 

This thesis is divided into three main parts: (1) A brief descrip” 
tion of the hearings and debates leading up to the passage of the 
Emergency Loan Guarantee Act. ‘The Emergency Loan Guarantee Board is 
described and some of its actions, over the years, highlighted; 

(2) Lockheed Aircraft Corporation operations are looked at fram the 
inception of the loan guarantees through 1976; and (3) conclusions are 
drawn based on the author's assessment of the events discussed in parts 


(1) and (2). Some of the more critical predictions, made by "expert" 








witnesses concerning what would happen if the government did guarantee 
loans to Lockheed are examined. 

Originally conceived as a continuation of Lockheed case studies 
written by management students at the Naval Postgraduate School in 1974, 
this project grew to its present fon as research material was gathered 
from the many public sources available. Every attempt has been made to 
verify important items from more than one source and to look behind the 
headlines whenever possible. Complete source information is provided 


to aid other students in any subsequent efforts to investigate Lockheed. 








Il. THE LOCKHEED LOAN 


The Emergency Loan Guarantee Act of 1971 was signed into law on 
August 9, 1971 following a period of considerable debate and controversy. 
Many of the issues reflected the philosophical, political and economic 
concerns of the Congress. All of them are of interest to those working 


in the defense area. 


A. A BRIEF HISTORY OF THE EMERGENCY LOAN GUARANTEE ACT 


The time table for major events leading to the loan guarantee in 


1971 is as follows 


May 13 The Administration presented the bill to Congress 
ار‎ MGE asking for $250 million in government guaranteed 
loans for Lockheed Corporation. 


House of Representatives Timetable 


May 13 — July 7 
House Banking and Currency Committee Staff studies 
the Administration's bill. 
July 8 Staff report presented to committee members recom- 
oo mending rejection of proposed guarantee. 
ليان‎ 2-21 House Banking and Currency Committee hearings. 


July 26 Committee reports the bill (HR8432) by a vote of 
Se DON SPI. 
July 30 House roll call vote passes HR8432 (192—189). 


Senate Timetable 


June 7 — July 9 
Senate Banking, Housing and Urban Affairs Committee 
holds hearings. 


July 19 Committee reports the bill (S2308) by a vote of 
1022075, 

Senate floor debate of $2308.‏ تركو اشن اناك 

August 2 Senate roll call vote passes $2308 (49-48). 

August 9 President Nixon signs the bill into law. 


The debate was sharp, the questioning tough, and emotions ran high 


throughout the hearings. This was not a typical Republican vs. 
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Democrat, liberal vs.conservative or North-South battle. To many the 
Senate appeared in a state of confusion, with Republicans expressing 
solicitude for the little men threatened with unemployment and Democrats 
preaching about discipline in the market place. The battle lines were 
drawn but they were not pure and simple. Various interest groups 
exerted enormous pressure [Ref. 1]. 

In the Congress activities were highlighted by: 

— Active campaigning by California Senators Alan Cranston and John 
Tunney, both liberal Democrats, for the Republican Nixon Adminis— 
tration bill. 

— Senator Hubert Humphrey (D-Minnesota) voted for the loan guaran- 
tee. He had been subject to severe criticism from organized 
labor after his earlier vote against the SST. 

— 1971 Presidential hopefuls Senators Birch Bayh (D-Ind), Fred 
Harris (D-Okla), George McGovern (D-SD) and Edmund Muskie (De) 
all voted against the loan guarantee. 

— Senators Stuart Symington (D-Mo) and Thomas Eagleton (D-Mo) in 
whose state McDonnell-Douglas is headquartered, voted against the 
Pr. 

— Both Senators Edward Kennedy (D-Mass) and Edward Brook (R-Mass) 
voted against the measure. General Electrics aircraft engine 


group is located in West Lynn, Massachusetts. 


— Both Connecticut Senators Ribicoff (D) and Weicker (R) voted 
against the bill. Pratt and Whitney Aircraft is located there. 


— Only six of 38 California congressmen voted against the Lockheed 
guarantee. 


Many Congressmen admitted voting against their true convections. 
This was especially true toward the end of the roll when it was apparent 
the vote would be close. The final tally even split one family. Senator 
Barry Goldwater (R-Ariz) voted against the bill while his son, 
Representative Barry Goldwater, Jr., voted for it. The younger Goldwater 
represents the Burbank, California district where a major portion of 


Lockheed is located [Ref. 2]. 
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Well-known witnesses at the hearings included [Ref. 3]: 
Those supporting: 

Daniel Haughton, Chairman of the Board, Lockheed Corporation. 

Chauncey Medberry III, Chairman of the Board, Bank of America 

(as well as representatives from other Lockheed banks). 

John Connally, Secretary of the Treasury. 

Arthur Burns, Chairman, Federal Reserve Board. 

Fred Hall, Chairman, Eastern Airlines. 

Ed White, President, Bowman Instruments (Ir-1011 subcontractor). 

Thomas Kleppe, Administrator, Small Business Association (SBA). 

Gearge Meany, President, AFL-CIO. 

Those against: 

Senator William Proxmire (D-Wis). 

Fred Borch, Chairman of the Board, General Electric. 

Leonard Woodcock, President, Aerospace Union (UAW). 

Ralph Nader, Center for the Study of Responsive Law. 

John Galbraith, Professor of Economics, Harvard University. 

Vern Countryman, Professor of Law, Harvard Law School. 

Major splits occurred in both labor and industry, among congressmen 
and academicians. During the hearings, it became apparent that major 
differences within the Administration itself could be found among Defense, 
the Treasury and the President's own staff. Filibusters, cloture votes, 
name calling and threats of physical violence became conmonplace on the 


Senate floor [Ref. 4]. (See Appendix A for vote list, House and Senate.) 


B. ISSUES RELEVANT TO DOD POLICIES 
1. Role of Defense Contractors and the Government 

The role of the Federal Goverrment, as it interacts with private 
enterprise, was a topic of much discussion. To some the loan guarantee 
could spell the beginning of the socialization of the American aircraft 
and aerospace industry. To others this socializing process had taken 
place many years before. Indeed the very notion of "free enterprise" 
was discounted by many witnesses. As Treasury Secretary John Connally 


said, "the time has come within the United States when we have to look 
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at things differently. Free enterprise is just not all that free" 
[Ref. 5]. He and others expressed more concern with the national 
economy and unemployment. Times were rough, especially in aerospace 
during 1971. 

A parallel bill would provide up to $500 million in loans to 
corporations essential to national defense. But opponents charged 
that the American taxpayer would end up paying dearly for es 
capacity. Their claim was that govermment contracts pick up the tab 
for idle equipment [Ref. 6, p. 26422]. 

The very important role of competitive markets came up time 
and time again. Proponents would argue that allowing Lockheed to 
fail would lessen the competitive aspects of the aerospace industry. 
Others argued that one of the functions of a competitive environment 
is to screen out inefficient campetitors and punish mismanagement. 

They described Lockheed operations during the latter 60's in these 
very terms [Ref. 6, p. 26796]. 

The motivation for McDonnell Douglas (DC-10 airframe producer) 
and General Electric (DC-10 engine supplier) to oppose the loan was 
clear to pro-Lockheed forces. As major competitors, they would attract . 
a large amount of Lockheed's business upon bankruptcy [Ref. 7]. For 
most DOD officials having Lockheed stay in business would be a definite 
advantage. 

2. Government Contracting Issues 

What would prevent the government from giving Lockheed preferen— 
tial treatment in contracts if the guarantee went through? Would it 
not be in the government's self interest to see that Lockheed gets some 


"Sweetheart" contracts while the guarantee is in effect [Ref. 6, p. 26409]? 
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Wouldn't the government have to ease up on its contract administration 
policies should Lockheed government contracts get in trouble [Ref. 6, 
p. 26797]? Proponents discounted these concerns because (1) directions 
of this type would have to came down from higher levels and would make 
a mockery of the source selection and contract administration process; 
(2) campetitors would quickly catch on and seek redress through the bid 
protest channels. 

A major contention by many Lockheed creditors was that the 
government's practice of Total Package Procurement (TPP) had led to 
Lockheed's demise. They pointed out that DOD no longer contracted by 
this method thus implying something less than satisfaction with the 
process. Loan opponents argued that TPP would still be around had it 
not been for Lockheed's mishandling and apparent "buy—ins" during the 
late 60's [Ref. 6, p. 26811]. 

When Civil Aeronautics Board (CAB) Chairman Secor Browne stated 
that "the government has traditionally financed commercial aircraft in 
this country through the Defense Department where military R&D has been 
used as a basis for commercial development" [5], he directly overlapped 
the government and commercial sectors of a business like Lockheed. 

This echoed the claim that the government has a direct interest in can 
mercial projects such as the I-1011. When progress payments stop or 
slow down, a liquidity squeeze takes place in all areas of the business. 
Opponents felt this was the inherent risk in this type of business. 
Admiral Rickover's quote that, "We have been generating a new philosophy 
where we privatize profits and socialize losses" became a popular slogan 
for loan opponents [Ref. 6, p. 26998]. Industry spokesmen thought just 


the opposite was true. 
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3. Subcontracting 

The claim that the U. S. Government pays for subcontracting 
mistakes and subcontractor pressuring tactics focused in on the Irl0ll. 
Rolls Royce (the makers of the Irl101l engines) went bankrupt. The 
British government would come to its aid only if the U. S. Government 
guarantees Lockheed's continued existence. This in tum infuriates G.E. 
and Pratt and Whitney who lost out on the original bids. Is the U. S. 
Government going to protect foreign jobs? What about Lockheed's reputa— 
tion for "sandpapering" its subcontractors so as to get that low bid in? 
Isn't this really a form of "buy-in" [7]? 

4. Bankruptcy 

Major confusion developed throughout the hearings as to what 
would happen to government contracts should Lockheed go bankrupt.  Secre- 
tary Packard felt sure that all government contracts would be completed, 
despite bankruptcy, although delays and cost increases would probably 
result [2]. But what about major subcontractors of the IrT1011 who are 
also defense subcontractors? Many claimed that every defense contract 
that Lockheed had with others would have to be renegotiated. 

Others argued that bankruptcy would actually improve performance 
in government contracts. With Lockheed the government was subsidizing 
an inefficient and wasteful producer.  Transferring these contracts to 
others would result in new ideas, new management techniques and better 
cost control [Ref. 6, p. 26795]. Major campetitors to Lockheed felt 
sure they could take over the defense portions of Lockheed's contracts 
and would do so with delight. Most of these projects were making a 


profit for Lockheed during this time frame. 





5. Responsible vs. Irresponsible Management 


Who was to blame? Was it government contracting under Total 
Package Procurement or general mismanagement within Lockheed itself? 
Both overoptimistic estimates and the need for follow-on defense work 
were Cited as reasons for Lockheed's $2 billion "buy in" (C5A). But 
economic conditions, war material shortages and government inflexi— 
bility certainly had a major effect. Deputy Secretary Packard stated 
that "past procurement policies of the department had sheltered bad 
management by encouraging contractors to rely on the government to bail 
them out when they made a mistake, or took on a project beyond their 
Capacity, or grossly underestimated costs" [Ref. 2, p. 155]. As he 


Saw it both the government and the contractor were at fault. Would 


they change? 


C. EMERGENCY LOAN GUARANTEE BOARD 

The Emergency Loan Guarantee Board was set up with the passage and 
signing of Public Law 92-70 in August 1971 (see Appendix B). Under 
this law up to $250 million in guaranteed loans would be made available 
to Lockheed from its 24 lending banks (see Exhibit I) as part of an 
overall financing plan [Ref. 8]. This credit arrangement provided 
funds in amounts up to $650 million. Of this amount, $400 million re- 
presented the refinancing of previous loans to Lockheed and $250 
Million additional funding under the terms of this law. Exhibit II 
shows how this guaranteed loan would compare to direct loans and other 
guarantees provided by the U. S. Government in fiscal years 1972 and 
1973 [Ref. 9]. 

At its first two meetings the Board considered the application 


received fram Lockheed on August 18, 1971. Key Board members included 
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EXHIBIT I 


PARTICIPATING BANKS AND PERCENTAGE OF PARTICIPATION IN THE 
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Credit 


Specified per bank (in 
Percentage millions $) 


48.75 
48.75 
48.75 
48.75 
48.75 
48.75 
48.75 
57.53575 


5 
E) 
32.5 
24.375 
24.375 
24,375 
24.375 
24.375 
15.0 
13.0 
8.125 
3.25 
3725 
3.25 
1.625 
625 


650.0 


1971 CREDIT AGREEMENT 


Name of Bank 


Bank of America National Trust and Savings 

Bankers Trust Company 

The Chase Manhattan Bank 

First National City Bank 

Manufacturers Hanover Trust Company 

Morgan Guaranty Trust Company of New York 

Security Pacific National Bank 

Continental Illinois National Bank and 
Trust Company of Chicago 

Mellon National Bank and Trust Company 

Chemical Bank 

United California Bank 

Crocker National Bank 

The First National Bank of Boston 

The First National Bank of Chicago 

Irving Trust Company 

Wells Fargo Bank National som c m 

Girard Trust Bank 

The Philadelphia National Bank 

The Bank of California National Association 

The Citizens and Southern National Bank 

The First National Bank of Atlanta 

Trust Company of Georgia 

The Fulton National Bank of Atlanta 

The Pacific National Bank of Washington 


Emergency Loan Guarantee Board, "First Annual Report" 
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EXHIBIT IT 


NEW COMMITMENTS FOR FEDERAL CREDIT PROGRAMS 


(in miliions of dollars) 


€———— . — —— — Ao م‎ Em mk .. ممص‎ 














1971 actual 1972 estimate 1973 estimate 
Agency or program ة‎ — A --- - 9 — 
ex pendilure account uar- uar- uar- 
Programs in Halic) د الو يو م‎ as 
loans loans loans 
Funds appropriated to the President: 
[nternolional security assistance... 688 46 350 200 493 136 
Internationol development ossistonce_... __. 718 56 790 121 918 105 
Overseas Private Investment Corporation.. 2 9 10 31 25 5! 
Agriculture. 
Rural Electrifcatıon Administration... _ 47 _.... 662 _____. 689 | |. 
Farmers Home Adnunistration... _. _.. 463 1,898 286 2,426 Il 3,288 
Commodity Credit Corporation... Al aoa 450 ____.. 40 1029 s 
Commodity loons.. _ UT 2,580 _..... 1,988 ...... 
Public Law 480 Long- lerm exporl eredits.. 338 men IA IH 705 
Commerce: 
Economic Development Administration... 60 x 63 4 73 6 
Maritime Administration. _ ` eee ee. 281 | FM em. ons 439 
Trade adjustment assistance... PD m 25 50 25 50 
Health, Education, and Welfare... __.___.. 5| 1.644 101 2,251 15| 2,972 
Expenditure occounl loons | ________. 27095 oa b s bE SCE s P 
Housing and Urban Development: 
Low-rent public housing... ......_.____- 171 1,709 175 1,748 216 2,159 
Community development loans... . 623 1.091 662 2,622 705 800 
Federal Housing Administration... 17 22,629 50 25,377 50 29,247 
Government National Mortgage Associa- 
tion ! ae M jr e 29) —— 188 BA 
New communities fund... . 2.2 2... 5070 50 ` 28 160 28 300 
Other mortgage credit... . ..... .... 75 263 100 200 100 200 
Interior .... MEE. Ms ld ...... DAE se 270, 
Transportation, ............ ....... -. 90 106 57 55 80 109 
Veterans Administration: 
Housing loans and guarantees __. . .... 239 4,356 285 7,409 287 7,691 
Insurance policy loans... . M3" _ .. 130 .. .. 123-3 =: 
District of Columbia... . e O 4| 20 143 20 190 70 
Emergency Loan Guarantee Board ا‎ O YY 12012 30 
Export-Import Bank? _ . .. 2,362 07 319 4512 .... 4,176 
Federal Home Loan Bank Board... .. mn DES loue + Bene 
Small Business Administration 5.00. 572 863 633 1,318 375 1,965 
Other agencies and programs.___._.......... 64 20 84 16 45 21 
Expenditure occount loons _.__.__.._.... 24 48 55 "M 
Total. loan account . er. eae 6, 437 "E 4, 599 m 3, 845 B 
Total, expenditure occount . __ 4,014 E470 6,2) 2 tn 
Grand total... . لس‎ 10, 451 38,547 9. 304 48,983 8,057 53, 816 


‘Less than $0.5 millon. 

¡To avoid double counting. excludes GNMA commitments for guarantees of mortgage backed 
securities, and for direct purchases of FHA and VA Dre under the tandem plan 

2 Excluded from budget totals by statute on Aug. 17, 1971; direct loan commitments excluded from 
thia table are $7,033 million in 1972 and $7.400 million in 1973 


Source: Special Analyses Budget of the U. S., Fiscal Year 1973 
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John B. Connally (Chairman), Secretary of the Treasury; Arthur Burns, 
Chairman of the Federal Reserve Board; and William Casey, Chairman of 
the Securities and Exchange Cammission (SEC). By September 9, 1971, 
the Board had committed the government to guarantee loans to Lockheed 
up to the full extent of the $250 million limit under the Act and 
authorized the first takedown in the amount of $50 million. A further 
schedule of loan takedowns is found in Exhibit III [Ref. 10]. The 
highest amount of guaranteed borrowing as of December 1976 had been 
$245 million. By 1975 Lockheed had asked for and received a two-year 
extension on the guarantee arrangement. An additional one-year exter- 
sion could also be authorized beyond that date. 
1. Loan Collateral 
As required by the law, security was pledged by Lockheed in 

the form of the entire capital stock of the following major wholly— 
Owned subsidiaries: | 

Lockheed Air Terminal, Inc. 

Lockheed Electronics Company, Inc. 

Lockheed Properties, Inc. 

Lockheed Shipbuilding and Construction Company 

Lockheed Missiles and Space Corporation 
To this pool was added (1) most of the remaining unpledged improved 
real estate owned by Lockheed and (2) a security interest in produc- 
tion and other equipment owned by Lockheed and located in Los Angeles 
county. The only fixed assets of significance not included as 
collateral consisted of the Marietta, Georgia plant facility on which 
the U. S. Government already had a lien. 

2. Interest Rate andthe Guarantee Fee 


A major problem discussed during early meetings of the Board 


concerned the interest rate and guarantee fees. In effect the 
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problem was one of trying to determine the risk to the government of 
Lockheed not repaying the guaranteed portion of the loan. The interest 
rate and guarantee fee were finally determined on the basis of two 
principles: 

1. The banks should receive a rate of interest appropriate 

for a risk-free guaranteed loan adjusted for "illiquidity" 
(since the guaranteed loans do not have the ready market— 
ability of government bills) and "additional servicing 
costs": and 

2. The total financial charge to Lockheed should be that 

rate which is appropriate for a loan of this risk (con 
sidering the government's unique collateral position) 

and maturity; and furthermore, the total charge should 
not be such as to allow Lockheed to acquire government 
guaranteed funds at a lower cost than other companies 

in similar circumstances can acquire non-guaranteed funds. 
Thus, the guaranteed fee has the characteristics of both 
a "risk premium" and a "competitive equalizer". 

The risk free base used for determining the interest rate paid 
to the banks was the average yield on outstanding nine-month Treasury 
bills, to which was added a 1/4 percent illiquidity premium plus a 1/8 
percent allowance for the Servicing cost of a guaranteed loan. 

After taking into consideration the general maturity and risk 
structure of interest rates, the rates paid on bank loans by large 
companies in circumstances similar to Lockheed's (prime rate plus 1/4— 
1/2 percent premium and standard compensatory balance requirement), 
the rate borne by Lockheed on the nonguaranteed $400 million loan 
(prime plus 1/2 percent with an additional 1/2 percent payable in the 
future), the value of the collateral covering the guaranteed loan, and 
other related economic data, the Board decided at its meeting on 
September 9, 1971, that the appropriate total charge to be borne by 
Lockheed on its first takedown under the guarantee would be 8 percent. 


(The rate on prime short term bank loans to business at that time was 
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6 percent). The Board decided that a guarantee fee of 2.3 percent 
would apply to the initial loan guarantee and to each subsequent loan 
guarantee unless altered by the Board. This fee was, in fact, altered 
on three different occasions prior to mid-April 1975 (see Exhibit III). 

Guaranteed loans to Lockheed are evidenced by Lockheed's nine— 
month promissory notes (the "guaranteed notes"). The nine month 
maturity period was agreed upon as a result of restrictions imposed 
by Lockheed's indenture for the outstanding debentures of 1956. As 
the nine-month notes mature, Lockheed is permitted to refinance and 
apply the proceeds to their payment. 

3. The Emergency Loan Guarantee Fund 

An Emergency Loan Guarantee Fund was established on the general 
account of the Treasury. This Fund is credited with fees prescribed 
by the Board in connection with each loan guaranteed under the act. 
Funds in excess of the Board's needs were invested in United States 
Government Treasury Bills. Financial statements of the Board as of 
30 September 1976 are shown in Exhibit IV. Exhibit V illustrates Board 
actions over the years with regard to Lockheed operations [Refs. 8, 11, 
T 15, 10]. 

4. Summary 

As of December 24, 1976 ocutstanding guaranteed loans totaled 
S100 million. Repayment is now scheduled for December 1977 but can be 
extended to December 1978. The General Accounting Office (GAO), in a 
report dated January 1976 [Ref. 14], felt Lockheed would need the ex— 
tension and still not repay the loan on time. This conflicts with 
Lockheed management plans. Having paid off $95 million of the guaranteed 


loan from January to December 1976, they had made significant progress 
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EXHIBIT V 


EMERGENCY LOAN GUARANTEE BOARD MILESTONES 


18 August 1971 
9 September 1971 


9 September 1971 


September 1971 


December 1971 


February 1972 


April 1972 


June 1972 


September 1972 


November 1972 


March 1973 


April 1973 


Lockheed application received. 
Lockheed application approved. 


Airline customers request security interest 

in the collateral specified in the 1971 Credit 
Agreement and the Security and Pledge Agree— 
rent. 


The Comptroller General in a letter to the 
Board asserting the legal authority of the 
Government Accounting Office (GAO) to review 
the Board's decisions, requests access to the 
Board's records for that purpose. 


Board turns down GAO request to review deci- 
sions but allows them to audit the Board's 
records relating to its receipts and expendi— 
tures. 


GAO again asks to review records by which 
decisions had been made. Again Board turns 
down the request. 


GAO reports the Board's negative reply to 
Senate Committee on Banking, Housing and 
Urban Affairs; the committee expressed the 
view that the Board should cooperate fully 
with GAO. 


Board makes available to GAO the information 
requested. 


Board meets with Lockheed's banks to discuss 
higher than anticipated costs in the I—1011 


program. | 
Board approves change in loan collateral. 


Board approves Lockheed acquisition of Murdock 
Machine and Engineering Company (manufacturer 
of the I-1011 wing pylon). 


Board approves Lockheed acquisition of $l 


million in assets of Control's Division of 
Leach Corporation (not an Ir1011 supplier). 
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April 1973 


June 1973 


June 1973 


wane 26, 1973 


December 1973 


December 1973 


December 1973 


January 1974 


May 1974 


May 1974 


February 1975 


May 1975 


May 1975 


Board expands monitoring of Lockheed. A tech- 
nical analyst begins reviewing the Ir1011 program. 


Weekly paperwork now required of Lockheed. 


In connection with Lockheed's purchase of cer— 
tain property to be acquired from the General 
Services Administration (GSA), the Board 
approves a GSA promissory note secured by the 
property to be acquired. This possession fee 
liability did not affect the collateral pool 
described in the 1971 Agreement. 


Board approves Lockheed's request that would 
allow it to escrow prepayments received from 
foreign government customers to secure advanced 
payments or performance guarantees. 


Special Report to Congress recommends that the 
guarantee program be disbanded and further 
guarantee requests be considered on a case by 
case basis by the Administration and the 
Congress. 


Board approves amendment to 1971 agreement. 


Board meets with Lockheed's banks to express 
concern regarding Lockheed's financial problems 
and to discuss possible solutions. 


Board approves a new borrowing schedule to 
meet Lockheed's higher than anticipated needs. 


Board meets with Lockheed's banks again. 


Board grants its consent to a new Ir1011 sales 
contract with Eastern Airlines allowing 
delivery delays in 1974. 


Board O.K.'s new bank agreement and $75 million 
in additional credit. It also extends borrow- 
ing until December 30, 1975. 


Board consents to delay in TWA's delivery 
schedule. 


Board meets with Lockheed's banks to review 
company forecasts and a proposed refinancing 
plan which it approved. It also agreed to 
extend guaranteed borrowing until December 1977. 


The Board allowed Lockheed Shipbuilding and 
Construction Company to obtain the necessary 
working capital for a new contract award by 
borrowing to $20 million from the Lockheed 
Corporation. 
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July 1975 


August 1975 


September 1975 


September 1975 


January 1976 


February 1976 


May 1976 


June 1976 


July 1976 


August 1976 


O.K.'d a schedule delay of I-1011 deliveries 
to Eastern Airlines. 


The Board chairman strongly condemns Lockheed's 
foreign payments practices. Lockheed required 
by the Board to stop improper payments to foreign 
government officials or political organizations. 
Board meets with principal officers of Lockheed 
to discuss payments. 


Board requires Lockheed to adopt strong inter— 
nal measures with regard to a new policy on the 
selection of international consultants. 


Board asks Lockheed for additional information 
so as to assess the potential impact of future 
public disclosures of foreign payments. Board 
takes steps to amend the 1971 credit agreement 
by making improper payments an event of default 
under that agreement. The Board requires Iock- 
heed to submit periodic monitoring reports im 
dicating compliance with Lockheed's new policy 
in the area of foreign payments. 

The Board staff report concludes that Lockheed 
could survive the effects of disclosure of past 
foreign payments practices. 


Board extends deadline for effectuating the 
April 1975 financial restructuring plan. 


Board meets with Lockheed officers regarding the 
improper payments and changes in management 
personnel. 


The Board consents to Lockheed's request to 

enter into a security agreement with the Canadian 
Government securing the performance by Lockheed 
of its obligations under a contract to manufacture 
and sell long-range patrol aircraft to the 
Canadian Government. 


Board consents to the Company's request to 
produce a Dash 500 version of the Irl0ll. Lock 
heed required to have receipt of a minimum 
number of firm orders. 


Board consents to the termination of the 1974 
Agreement, which provided for an additional $75 
million line of revolving credit. 


Board modifies Dash 500 minimum firm order re— 
quirements. Board consents to more borrowing 
by Lockheed Shipbuilding and Construction fran 
Lockheed Corporation (see May 1975). 
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September 1976 


September 1976 


Board meets with representatives of Lockheed 
and its banks to discuss the revised plan for 
financial restructuring, the financial condi- 
tion of the Company, the improper payments 
and related matters. The Board retains its 
right to declare a default on the 1971 loan 
agreement with respect to any past improper 
foreign payment which had not been disclosed 
prior to September 8, 1976. The Board waives 
its rights to declare a default for any prior 
payments which had been disclosed previously. 


Board approves revised plan for financial 
restructuring. 


Source: Emergency Loan Guarantee Board "Annual Reports," 1972-1976. 
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toward complete repayment (see Exhibit VI). Top management is working 
hard to convince the banks to waive their rights under the loan guaran- 
tee agreement. They believe the heavier interest burden on these loans 
are more than the canpany should continue to pay. By late 1976 some of 
Lockheed's creditors agreed with them [Ref. 15]. In any case, GAO 
concluded that Government interests are "adequately safeguarded". ‘Thus 
it is doubtful the U. S. Government will "lose" even if Lockheed does 
fail. Any future guarantees under this Act seems unlikely but the 


impact of the "Lockheed loan" will be debated for some time. 
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III. THE TRISTAR AND LOCKHEED 


During the early 1960s Lockheed Aircraft Corporation remained almost 
entirely out of the cammercial aircraft market. By 1966 this changed 
as the potential need for a high capacity passenger transport was made 
known by various airline officials. 

Both damestic and international passenger traffic had been increasing 
at Significant rates during the period 1963 to 1966. Many airlines were 
responding to this by adding more flights into some already overcrowded 
airports. If this trend continued, passenger and aircraft congestion 
at major airports would saturate their ability to handle projected traffic 
loads. Both airport and aircraft planners had to come up with something 
new — larger airports and larger aircraft to service them. 

With many new routes beginning to develop, European aircraft manufac- 
turers presented proposals for a high capacity "airbus". U. S. manufac 
turers were also encouraged to suggest ways to meet expanded airline 
needs. 

In 1966, the decision was made at Lockheed to develop a new cammer- 
cial wide-bodied jet. This decision, when combined with Lockheed's 
strong financial position, appeared to be the right ae at the right 
time. By 1971 this decision, along with others in the defense area, was 
to bring Lockheed to its knees financially. A summary of major Irl0ll 


events during the 1966-1971 time frame reveals why. 
A. SUMMARY OF EVENTS, I-1011 (1966-1971) [Ref. 16] 


February 1966 Lockheed studies possible commercial version of 
gon 


352 





December 1966 


March 1967 


September 1967 


February 1968 


March 1968 


April 1968 


September 1968 


1969 


March 1970 


April 1970 


September 1970 


November 1970 


February 1971 


Lockheed asks bid proposals on "jumbo jet" 
engines, landing gear and automatic flight com 
trol system. 


Lockheed registers $125 million debenture-be— 
lieved necessary to help finance the new airplane. 
The decision is made to "go" on the CI-1011 
project. 


Lockheed announced publicly its cammercial air- 
craft plans. 


First I-1011 setback for Lockheed as American 
Airlines picks the McDonnell Douglas DC-10. 


L-1011 price lowered from $17 million to $15 
million per aircraft in response to DC-10 price 
reduction. 


Orders had been received for 172 Irl0ll's. 
Rolls Royce selected to produce the engines. 


Lockheed officials predict a need for 1400 
I-l011's by 1980 with more than half to be sold 
2921975: 


Defense contract problems hit Lockheed having 
a major effect on L-1011 financing. New orders 
came very slowly. 


Lockheed asks the Defense Department for $650 
million in assistance over the next three years. 
They claim goverrment programs are eating into 
L-1011 funding. Sec. Packard suggests receiver- 
ship or merger as solution. 


Banks say they are not willing to renew and/or 
increase Lockheed's line of credit while the 
government contracts dispute is still unsettled. 


Chairman Haughton persuades Lockheed's banks to 
exchange $400 million line of unsecured credit 
for $500 million unsecured loan. He also per- 
suades major L-1011 buyers to advance $100 
million. 

Rolls Royce announces that development costs on 
L-1011 engine (RB-211) have more than doubled 
original estimates. Top Rolls management resigns. 


Lockheed agrees to accept $200 million loss on 
C—5A. Rolls Royce declares bankruptcy. 
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March 1971 Lockheed-British Government talks on RB—211 
future. 


April 1971 New contract worked out on RB-211. British 
Government and Lockheed banks insist that the 
U. S. Government provide guarantees for future 
loans to Lockheed. 


May 1971 Nixon Administration asks Congress to approve 
U. S. guarantees for bank loans totalling $250 
million to Lockheed. 


B. THE I-1011 DEBATE 

After months of hearings the I-1011 had been scrutinized in every 
way possible. Expert witnesses, cammittee reports, Civil Aeronautics 
Board reports, DOD analysis and union leaders' opinions were discussed 
daily. 

Major arguments included: 

l. Pro-Loan L-1011 Arguments 


— "An estimated 60,000 persons would lose their jobs" [if the 
I-1011 is terminated-prime contractor and subcontractors. ] 
=Sec. Of Treasury [Ref. 2, p. 157] 


— "The continued production and development of the I-1011 will 
maintain the healthy competitive and productive capacity of the 
airline industry and will most certainly be in the national 
interest." —FAA official [Ref. 2, p. 157] 


— "[Air]carriers stand to lose all or a substantial part of 
their investment." -CAB Chairman [Ref. 2, p. 157] 

— "Bankruptcy would not only eliminate the jobs of workers at 
Lockheed but those of Lockheed's suppliers and subcontractors 
throughout the nation." —Union leader [Ref. 2, p. 157] 


— "If Lockheed is lost only two campetitors will remain." 
—IWA Airline official [Ref. 2, p. 157] 


— "Some broad guarantee program is needed to aid large companies 
in trouble when their collapse would result in serious reper- 
cussions throughout the economy." —former FRB Chairman 

Ref. 17]: 


— "We have a huge investment in Ir-101l inventories. There 

is no way to realize any substantial amunt from this inventory 
other than by delivery of aircraft. We lack the resources to 
complete and deliver aircraft on which we hold firm orders, 
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unless we have a government guarantee. If we are unable to 
carry out the I-1011 program Lockheed will surely go bankrupt." 
—Lockheed official [Ref. 18] 


— "Past Defense Department policies have encouraged defense 
contractors to take on programs such as the Ir-1011 which were 
beyond their means." —DOD official [18] 


— "The private sector and the public sector must work together." 
—"There is a credit crisis in many major companies and local 
governments"—"Iockheed's dilemma provides only a start on a 
public-private capital program." —Bank officials [Ref. 19] 


2. Anti-Loan L-1011 Arguments 


— "Ihe U. S. economy will gain $6.4 billion in G.N.P. over the 
next few years if the Ir-1011 is cancelled because of the lower 
foreign labor content of the DC-10. There would be a $1.7 
billion favorable impact on the U.S. balance of payments during 
the next decade if the I—1011 program is terminated." 
—Aerospace Report? |[Ref. 20] 


= "Lockheed is likely to lose as much as $2 billion on the 
I-1011 program and these losses will only increase if the 
program is continued." —Aerospace Report -20] 


— "The I-1011 contains serious technical deficiencies including 
inadequate engine thrust, excessive weight, and questionable 
design features for a commercial aircraft." —Aerospace Report 
[20] 


— "There is not enough business for three firms in the wide- 
bodied jet field and Lockheed's entry will severely cripple 
the present daminant U. S. position." —Aerospace Report[{20] 


— "Short term unemployment in California as a result of can- 
celling the I-1011 should be offset in six to nine months by 
high DC-10 employment." —Aerospace Report [20] 


— "Tristar had an American content of only 60%." — "If Tristar 
orders were diverted to McDonnell—Douglas DC-10, with a 90% 

U. S. labor content there ultimately would be a net gain in 
jobs." -U. S. Senator [Ref. 2, p. 161] 


— "We are also being asked to rescue-indirectly-a large 
British company in direct competition with American firms." 
—U. S. Senator [Ref. 2, p. 156] 


ome believed that this Aerospace Report was from a major competi— 
tor of Lockheed. It was entered into the Congressional Record by 
Senator William Proxmire after considerable debate. 
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— "The guarantee would be fundamentally inconsistent with a 
free enterprise system, would involve government favoritism 
toward Lockheed in relation to its competitors and might lead 
to similar guarantee's for other aerospace firms." —House 
Banking Committee Staff Report [Ref. 2, p. 154] 

— "Conflicting information on Ir1011 breakeven point indicates 
the actual breakeven will probably be much higher than Lockheed 


projections." —House Banking Committee Staff Report [Ref. 2, 
p. 154] 


— "On the whole monopoly [in the airbus market] is preferable 
to artificial competition." -Academic Dean [17] 


— "If the IrT1011 program were scrapped several hundred addi— 

tional DC-10's would be manufactured by McDonnell Douglas and 

the effects of the shift from the I-1011 with a British made 

engine to the DC-10 with an American made General Electric 

engine would be highly advantageous to the American aerospace 

worker." -—New Jersey UAW official [18] 

= "Lockheed is carrying unencumbered assets with a book value 

of $160 million and a current or insurable value of $400 

millior—which would be available to the banks to secure the 

additional $250 million without guarantees." —University 

Proressor [Ref. 3, p. 702] 
C. PUTTING BACK THE PIECES-1971, AFTER THE LOAN 

1. New Financing 

After passage of the Emergency Loan Guarantee Act, Lockheed 
went to work to get a new financing package completed by the end of 
August. In order to qualify for the guaranteed credit they would have 
to shuffle unpledged assets to produce the needed $250 million col- 
lateral. $153 million worth of capital stock of four subsidiaries 
was finally pledged along with Lockheed Missiles and Space Co., with 
an estimated $100 million in book value. The government would have a 
preferred position on $250 million of the $253 million in collateral 
until the guaranteed loan was repaid. After repayment, the $250 
million in assets would be applied to the $400 million previously 


loaned Lockheed by its 24 banks. The remaining portion of the new $750 
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million financing package was expected to come fram U. S. L-1011 
customers in the form of $100 million in accelerated progress payments | 
due in 1972 [Ref. 21]. 
2. Airline Negotiations 

Since delays and price changes had taken place in the I-1011 
program, Lockheed officials had to begin delicate renegotiation of 
airline contracts. With Delta and TWA accounting for 51 of Lockheed's 
103 firm orders and 17 of its 75 options, these carriers would have 
the greatest bargaining power. Among their early demands were [Ref. 22]: 


(a) Lockheed must have a firm contract with Rolls Royce which 
should include delivery dates and support commitments. 


(b) There should be a commitment from British European Airways 
ftor an 21011 order. 


(c) There must be a settlement of all outstanding defense 
contract problems before they would commit themselves 
further to the L-1011 program. 


(d) I-1011 orders should be eligible for an investment tax 
credit. 


(e) All other firm order custamers must remain in the L-1011 
program as a condition to their staying with the program. 


(£f) Lockheed must renegotiate all option schedules and terms. 


As a further hammer both airlines held firm price agreements 
with McDonnell Douglas on the DC-10 aircraft. Competitive price would 
be a big factor in any sales talks. 

In addition to the airline customers, Lockheed was required 
by the Emergency Loan Guarantee Board to have reached agreement with 
all major L-1011 parties. This would include its 24 banks and its 
engine supplier, Rolls Royce Ltd. The first meeting of the loan Board 
turned down Lockheed's application because a basic agreement had not 


been reached. 
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New government economic programs caused problems in the airline 
negotiations. A new 10% import surcharge added further costs to the 
RB-211 I-1011 engines. This new tax would cost an additional $280,000 
per shipset (three engines). The airlines wanted the additional expense 
shared, while Lockheed wanted the airline customers to pay the entire 
amount [Ref. 23]. 

The negotiations were very difficult with agreements becoming 
harder to obtain as time went by, with the $100 million in advanced 
progress payments a particularly sticky point. Varying airline needs 
also became an issue during the talks. Delta Airlines held out for 
specific delivery delays and thus was against advanced payments, while 
others wanted a longer range version L-1011. ‘TWA wanted its option 
dates extended through June of 1972. There was unanimous agreement 
that Lockheed's mere existence was a major concern. 

By September the major customer airlines were expressing con 
fidence in the future and were satisfied that the loan Board would 
accept the campromise that had been reached. The airlines would pick 
up the 10% surcharge on the engines and advance the $100 million during 
November 1972. 

3. Agreements 

By mid-September Lockheed had signed contracts with its 24 
banks, its major Tristar customers and the U. S. Government. The most 
immediate effect of the signing was to clear the way for the first 
guaranteed borrowing. This amount-$50 milliorn-was urgently needed to 
cover the $5 million weekly payroll on the L-1011 program. Since sane 
of the uncertainty in operations was removed, Lockheed could also 


re-hire 4400 employees for the Ir1011 production line [Ref. 24]. 
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4. Summary 

During the remaining months of 1971 production line and test- 
ing problems would continue to cast a shadow over the I-101l. Small, 
nagging items caused considerable trouble for both Lockheed and Rolls 
Royce. With pre-certification flight hours now adding up, lingering 
doubts remained. How would the RB-211 stack up against the General 
Electric engines on the DC-10? Was there sufficient growth potential 
in the I-1011? Having survived a financial crisis could Lockheed 
afford any major technical problems? These and other questions would 
have to wait for some time before any clear answers would develop. 

Lockheed appeared to be back from the dead by December of 
1971. They had managed to better their own financial forecasts with 
surprising results in defense projects. (see Exhibits VII, VIII, IX) 
Lower fixed assets expenditures, lower inventories and greater customer 
advances than expected (in programs other than the I-1011) resulted in 
an improved cash flow, which reduced borrowing requirements. Total 
bank borrowings were $475 million by the end of the year instead of 
the $520 million anticipated. 

Lockheed also took firm steps to reduce costs. Besides reduc- 
ing the overall work force they cut their overhead, sold nor-productive 
property and held new plant and equipment expenditures to a minimum. 
More selective bidding and the careful use of research and development 
funds lowered the level of new business expenditures. A conscientious 
program of waste reduction was having a positive effect [8]. 

The newly restructured AH-56A and C-5A contracts were in effect 
by the end of the year. The switch from fixed price to cost reimburse- 


ment contracts permitted the sale of inventories on hand under these 
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programs. With the risk factor reduced and better cost control measures 
in effect the cash drain from these programs had finally stopped. The 
potential to once again attain the top position among defense contractors 


Seemed possible as the new year began. 


EXHIBIT VII 


—LOCKHEED AIRCRAFT CORPORATION 1971 EARNINGS STATEMENT 
AS COMPARED TO BASELINE FORECAST (in millions of dollars) 


Difference 
Baseline From 
*Actual Forecast Forecast 
Sales 5552.4 2,994.0 (141.6) 
Interest and Other Income 6.4 6.1 š 
Total 2858.8 3,000.1 (141.3) 
Interest Expense 59,3 S2 ers) 
Other Expenses and Costs 2,800.1 2,940.8 (140.7) 
Total 2,833.4 2,978.0 (144.6) 
Operating Income (Loss) 25,4 EZ 323 
Provision for Taxes 1238 1008 3.0 
Total 11.6 I; 3 
Gain on Sale of Land 3.8 B.g 
Net income 15.4 5.1 56 


*Operating Statement "Actual," certified to by Arthur Young & Company, 
Certified Public Accountants. 


Note: The Auditor's Report for 1971 continues to express a qualified 
opinion. Specifically, the opinion is "...subject to the 
realizaticn of I-1011 Tristar inventories and finalization of 
amendments to certain ship construction contracts..." 

Source: Lockheed Aircraft Corporation. 

Emergency Loan Guarantee Board, "First Annual Report." 
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EXHIBIT VIII 


—-LOCKHEED AIRCRAFT CORPORATION BALANCE SHEET AS COMPARED TO 
BASELINE FORECAST (in millions of dollars) 






































Difference 
Actual Baseline From 
12/26/71 Forecast Forecast 

ASSETS | 
Cash and Equivalent 102 51 51 
Receivables (Net) 

United States Government 143 127 16 

Other 39 36 3 
Inventories (Net) 851 890 (39) 
Prepaid Expenses 30 29 1 

Total Current Assets 1,165 1,133 352 
Fixed Assets (Net) 300 343 (43) 
Other Assets 6 3 3 

Total Assets JT 1,479 (8) 
LLABILITIES AND NET WORTH 
Accounts Payable 187 OS (6) 
Deferred Taxes 49 45 4 
Retirement Plans 76 67 9 
Salaries and Wages 88 81 7 
Other Current Liabilities 114 64 50 

Total Current Liabilities 514 450 64 
Bank Borrowings 475 520 (45) 
Notes Payable 2 (27) 
Liabilities to United 

States Government 100 100 
Debentures 132 132 
Net Worth 250 250 

Total Liabilities and 

Net Worth 1,471 1,479 (8) 

















Source: Lockheed Aircraft Corporation. Colum "Actual" taken from 
Statements certified to be Arthur Young & Company, Certified 
Public Accountants. 
Emergency Loan Guarantee Board, "First Annual Report." 
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EXHIBIT IX 


——LOCKHEED AIRCRAFT CORPORATION 1971 NET OPERATING INCOME 
AS COMPARED TO BASELINE FORECAST(in millions of dollars) 





Difference 
Baseline Fran 
Actual Forecast Forecast 
Operating Profit (Loss) 
Other than Ir-1011 program 137.0 LLG 18.3 
I-1011 program (78.3) (59.4) (18.9) 
Interest Expense (3353) (37.2) 949 
Subtotal 25.4 22 3.3 
Less: Provision for Taxes 13.8 10.8 3.0 
11.6 11 3 
Gain on Sale of Land 
(after tax) STO 58 
15.4 15.1 5 


Note: Operating Loss on the I-1011 program includes general and 
administrative expense of $38.3 million and $40 million of 
certain disruption costs in connection with the Rolls-Royce 
receivership that interrupted and delayed the Tristar program. 
(By the end of 1971, Lockheed had charged to income $158 
million of Tristar costs.) 

Source: Lockheed Aircraft Corporation 

Emergency Loan Guarantee Board, "First Annual Report." 


m. 21972 — 1975 

The years since the 1971 disruption have been difficult for Leckheed 
and many other businesses. Inflation, recession, Oil embargoes and 
little or no growth hit many very hard. This was magnified somewhat 
for firms like Lockheed who were also dependent on a dwindling defense 
procurement budget. But their largest nomdefense effort ever continued 
to be the biggest headache. 

1. The Airline Industry 

Im1011 sales depend upon orders from airlines which are depen— 


dent on healthy passenger traffic. During the I-1011 planning and early 
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development stages airline industry growth was considered excellent. 
Domestic passenger traffic increases averaged about 9.3% over a 10 year 
(1964-1974) period, with the peak years during the middle 60's. During 
the same time international passenger traffic managed a growth rate of 
5.5%. These early growth trends led to optimistic forecasts for wide- 
bodied jet sales prior to and immediately after the 1971 time frame. 

In 1971, Lockheed was forecasting sales of 220 I-101l's by 1977 with a 
market requirement for 775 airbuses by 1980. Secretary of Transporta— 
tion, John Volpe, using Federal Aviation Administration (FAA) growth 
forecasts, predicted a market demand for 760 three engine wide bodied 
aircraft during the 1970's. A CAB study put the figure at 798 over the 
same ten year period. Every forecast used a "reasonable" airline 
traffic growth rate of ten percent per year in camputing their forecasts. 
Assuming the demand for Irl01l's was as expected by Lockheed, break-even 
was put in the 255-265 range. With 176 orders for the Ir101l by Decem- 
ber 31, 1972, there was little reason to believe these goals would not 
be met. Then conditions changed. 

During the summer and fall of 1973 airline revenue passenger 
traffic growth became extremely sluggish. The Arab oil embargo, begin— 
ning in Octcber 1973, resulted in higher fuel costs and further conpli- 
cated the outlook for the future. Operating costs skyrocketed as fuel 
prices doubled almost overnight. Scheduled flights were cut back sharp- 
ly throughout the industry and a significant number of aircraft were 
temporarily grounded. The overall growth rate declined fram 11.1% in 
1972 to 6.9% in 1973 with the majority of this decline taking place 
during the latter half of the year. This slowdown had an immediate 


effect on Lockheed wben three of its customers, TWA, Eastern, and 
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Pacific Southwest Airways (PSA) requested delivery delays. The uncer 
tain environment facing Lockheed's other customers caused them to 
postpone either the exercising of existing options or the placing of 
new orders. 

Higher fuel costs continued to plague the airlines throughout 
1974 and 1975 and inflation helped cut passenger travel growth to a 
year-to-year increase of less than 2%. As a consequence, demand for 
wide-bodied aircraft remained depressed [Ref. 25]. 

2. Selling the TriStar 

Sales of the Tristar were non-existent during the early months 
of 1972, while its major campetitor, the DC-10, fared somewhat better 
because of its more versatile configurations. Lockheed did not have 
a long range version of the L-1011 and estimates of development costs 
exceeding $70 million were holding back any decision in this direction. 
By early February a 5$ increase in the basic L-1011 price was thought 
to be necessary but had to be put off because of the lack of demand 
[Ref. 26]. Despite a recently devalued dollar, increased costs would 
have to be absorbed. 

The early pessimism caused by the slow sales diminished somewhat 
by mid-April. After a successful test program and FAA certification, 
Chairman Daniel Haughton announced that the I-1011 would go long range. 
With this declaration Mr. Haughton's immediate problems were to (a) con- 
vince Rolls-Royce Ltd. to build the necessary higher thrust engines, 

(b) convince the British Government to help finance the new engine 
development, (c) get the estimated $70 million necessary to cover air— 
frame development costs, and (d) find airlines willing to purchase this 
long range jet (designated the L-1011—2). This was to prove to be no 
easy task. 
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Quick simple decisions were not about to develop in this type 
of environment. Two typical problems that had to be faced were [26]: 

(1) The British Government was not going to put up the 

necessary $52 million for the bigger engine unless 
Lockheed was going to build an airplane that needed 
it. Lockheed could not build the extended range 
airplane if it did not get a commitment that the 
bigger engine would be available. 

(2) Although not building the long range I-1011 might 
doom all the I—-1011 program, building a truly long 
range trijet competitive with the DC-10-30 might 
doom it also. 

Still the thrill of seeing its first I—1011 go into service with 
Eastern Airlines overshadowed the immediate problems and led to 
even greater plans. 

By May 1972 the talk was of two new versions of the I—1011. 
Along with a modified extended range version (designated the I-1011- 
100) would be added the Irl01l1 stretched fuselage version. This plane 
would be aimed directly at the high density, low fare, inclusive-tour 
European market. According to Chairman Haughton, the demand for this 
new stretched airplane could exceed 250, of which the last 100 would 
be profitable. 

Mr. Haughton's new announcement caused quite a stir. More 
than a few Lockheed corporate executives wished he had said nothing 
at all about stretching the I-1011. They felt that the timing was in 
appropriate since Lockheed was working on bank approval of the long 
range I—1011 and there was a general softness in the airline industry. 
Nevertheless he continued to speak out. Since the basic I-1011 would 
make its international debut in London during August, interest would 
surely be high for the newer model. Rough technical data on the 


"stretch" included: 
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— two fuselage plugs ahead and aft of the wing. 
— removing the capacity for about 30,000 lbs of fuel. 


— using 42,000 1b thrust engines with the capacity to retrofit 
to the 45,000 1b version. 


This would allow for a range-limited airplane (about 3000 
nautical miles) but would accommodate 50 more passengers for a total 
of 400 in high density seating. 

Lockheed officials were unanimous in their feelings of kinship 
with Rolls Royce. With a good possibility of a new engine they con- 
Sidered that Lockheed, Rolls Royce and the British government were 
firm partners in the entire I-1011 program. The goal was to develop 
the basic L-1011 into a family of aircraft. The extended range version 
was aimed atthe North Atlantic areas, the stretched version was to be 
used within Europe and the basic L-1011 was to cover the continental 
United States. It was projected that the I—1011 price would be lower 


than all camparable DC-10's. Predictions of need by major airlines 


included [26]: 
Air Canada — — — — — = = — — — — — 25 (extended range) 
BOAC - - - - - - - - - - - - - - 30 (extended range) 
IE — s 50 (extended range) 
BE? - - - - - - - - - - - - - - - 30 (basic model) 
British Caledonia? -- -—- — — — — 17 (extended range) 
Turkish Airlines = = — = = - = = - 6 (extended range) 
All-Nippon — — — — — — — — — — — — 40 (both models) 
Japan Airlines = = — ü===— — === 15 (both models) 


The airbus market in the U. S. had all but dried up by midyear 
1972; so, it was with much relief for Lockheed officials when British 


European Airways (BEA) ordered six of the basic L-101l1's anda optioned 


presumably some of the British planes would be the stretch version, 
but this was not specified. 
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for six of the long range variety. Although less than expected, it was 
felt that these initial orders would "get the ball rolling." It was the 
first sale of any consequence in almost two years and had been eagerly 
awaited. Perhaps now the charter airlines in Europe and national air- 
lines in the MidEast and Far East would "jump on the bandwagon" [Ref. 27]. 

Mixed results continued throughout 1972. Although a total of 29 
orders were received for the Tristar, only eight of these were firm. 

The other 22 were options which called for a minimum down payment. This 
would be forfeited should the order be cancelled. Of the 21 aircraft 
promised for delivery during 1972 only 17 were completed [11]. 

Rolls Royce and the British Government began development on a 
new 48,000 1b thrust engine in late 1972. This would boost the basic 
I-1011 range to an expected 3900 miles and not require the large new 
development investment by Lockheed. This range was apparently satisfac- 
tory to a number of airlines. Yet Lockheed officials still dreamed of 
a "new" truly long range aircraft. 

a. Orders Diminish 

The slower than expected sales during 1972 [Ref. 28] looked 
good compared to the next three years. Although 23 Tristars were 
ordered during 1973 only seven of these were firm [Ref. 29]. Orders for 
10 aircraft in 1974 [Ref. 30] were followed by zero orders in 1975 
[Ref. 31]. The recession had finally caught up with Lockheed. It was 
a scramble in many ways just to keep the option orders alive. Many 
times special extensions of the option cancellation dates were necessary 
to prevent an option fram being dropped [Ref. 32]. 

The difficulties experienced by Lockheed's customers and the 


downward revisions of their anticipated needs for fleet additions 
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prompted some airlines to request delivery delays and in one case can- 
cellation. In March 1975 Pacific Southwest Airlines (PSA) requested 
that Lockheed defer delivery of one L-l0ll and cancel two other orders. 
By June they had further notified Lockheed that they would not accept 
delivery on the already scheduled dates and would not accept two addi— 
tional aircraft which were also under contract [31]. This unusual 
circumstance, plus the return of two other aircraft sold earlier under 
a market support agreement, put Lockheed in a very awkward situation. 
They Were now reselling their own jets in the market place at a lower 
price than the newer ones they were producing. In effect they were 
campeting against themselves and could only lose. 

Early in 1974 the modified Ir-1011-2 plans were put aside 
[Ref. 33]. The market was not there but the competition was. Going 
ahead with these plans would have put the I—1011 in direct competition 
with the long range DC-10 and the Boeing 747, which were not selling 
well either. With this postponement, a possible $100 million financing 
package fran Summa Corporation (see section III.D.3.a) was allowed to 
lapse [Ref. 34]. Lockheed would instead concentrate on less extensive 
modifications which could increase the L-1011's range enough to cross 
the Atlantic safely. Eventually two modified versions (L-1011-100 and 
I-1011-200) would be developed to meet the different needs of the many 
different airlines. A camparison of these versions is shown in 
Exhibit X. The Rolls Royce RB-211-22F would be ready in mid-1976 while 
the 524-engine with 48,000 lb thrust was expected to be available in 
1977. 

Most of the sales that did take place during 1974 were of 
the longer range varieties (I-1011—100) and were to foreign air 
carriers. Hong Kong's Cathay Pacific Airways placed the first firm 
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long range order in March 1974. The purchase of two planes outright 
and options for two more caused quite a stir. This $100 million order 
had been fought over for months with McDonnell Douglas Corporation 
[Ref. 35]. Lockheed officials now optimistically predicted other sales 
based on this airline's show of confidence. New sales in April to 
Saudi Arabian Airlines brought further confidence. 

One of the more promising L-1011 sales rumors came from the 
Soviet Union. Lockheed was working hard on a route study for Aeroflot 
which would provide the Russians with recommendations on fleet size, 
aircraft types and, ultimately the sale of 30 or more long-range version 
IrTl0ll's. Officials admitted that any sale of this type would be 
Steeped in controversy and red tape. Nevertheless Lockheed officials 
conferred with the Russians many times in 1974 [Ref. 36]. 

b. Textron's Deadline 

During 1974 a possible Lockheed-Textron recapitalization 
plan developed in which aircraft sales were to be an important part. 
(See section III.D.3.b) A major stipulation was that Lockheed would 
find 45 firm orders for the i-1011 by 30 November 1974. These orders 
would be sufficient to bring the total program, including airplanes 
already delivered to 180. 

Airline reaction among Lockheed's best customers was, on 
the whole, negative. One spokesman asked why the airlines should put 
up more money now (down payments on additional orders) while Textron 
"gets all the goodies—a 45$ control for $5 per share" [Ref. 37]. Delta 
Airline's spokesman predicted lots of pressure to firm its options (it 
had 18 as of June). Eastern and TWA expressed similar feelings. "If 


they expect us to move overnight," one equipment planner said, "they'll 
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be mistaken" [37]. The major carriers claimed that setting a deadline 
(November 30) was unrealistic, when ordering large airplanes involving 
millions of dollars. Airlines need to know what the traffic will allow 
in the coming years before raising and camitting large sums of money. 
During 1974 traffic and predictions indicated downward trends. 

During the months that followed the pressure developed as 
predicted. Mr. Haughton and Mr. Miller (Textron Chairman) made joint 
sales calls on a half-dozen U. S., Canadian and British airlines urging 
them to firm up options. With money tight, profits and traffic down 
and operating costs up, few airlines were eager to bite [Ref. 38]. By 
September the November 30th deadline had been pushed back into December, 
and by December 14th it was changed again to February of 1975. It 
finally became necessary to change the terms of the agreement (eliminat— 
ing the 45 aircraft requirement) to give any hope that a deal would be 
finalized [Ref. 39]. 

Despite the paucity of new orders (10) during 1974, Lockheed 
did manage to deliver on time all 41 aircraft. It was hoped delivery 
schedules and predicted new orders would also be met during 1975. 

With the overall condition of the airline industry worsening 
and the slowing general state of the economy having its effect, no new 
orders for the L-1011 were placed during 1975. Two customers, by sell— 
ing their L-1011l's, managed to divert at least five additional orders 
fram Lockheed's books. Others indicated their intension to defer new 
equipment purchases by extending the service lives and increasing the 
seating density of their existing fleets. It was necessary to extend 
the cancellation dates on second-buy orders for 35 Tristars and cancel 


two others during 1975 [31]. This negative trend in sales became most 
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noticeable after July when disclosures of foreign "facilitating" pay- 


ments? became public. Lockheed officials feared the loss of many 


unfilled foreign orders (military and commercial) should the names 
of foreign officials and political organizations that had benefitted 
become known. Indeed, even without names, they feared that adverse 
publicity would affect future sales. Total sales through 30 September 
1976 are shown in Exhibit XI [10 and 13]. 
3. Financing Lockheed 

The Government loan guarantee was an integral part of Lock- 
heed's borrowing arrangements in 1971. These arrangements are 
summarized below: 


(1) Lockheed's banks provide credit extension in an amount up 
to $650 million of which $400 million represents re— 
financing of a loan previously extended by these same 
banks. The remaining $250 million is available to Lock- 
heed under the terms of the Government's Guarantee 
Agreement. 


(2) Lockheed's three major airline customers agreed to make 
an additional $100 million in prepayments above those 
already scheduled. 


(3) The underlying $400 million bank loans must be outstand- 
ing before any guaranteed loans are extended, and the 
guaranteed portion must be the first to be repaid. The 
guaranteed portion must be repaid within five years with 
a possible three year extension. 


(4) A Security and Pledge Agreement between Lockheed and its 
banks provides for the creation of a single pool of 
collateral consisting of certain assets of Lockheed which 
are being held as security for the $650 million credit. 
This collateral would be used first for the repayment of 
the Government guaranteed portion of the loans. 


Since the $400 million was outstanding by August 1971 the 
guaranteed bank borrowing cammenced almost immediately. These loans 


totaled $75 million by the end of 1971. 


Facilitating" payments became a term used by corporate officials 
to describe foreign payments. The more harsh critics preferred to call 


them "bribes" or "payoffs". 2 
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Lockheed's early forecasts projected borrowings of $550 million 
which would peak by September 1972. They predicted the guaranteed 
portion of the loan would be repaid by the end of 1974. This projec— 
tion was to change several times during the coming years (see Exhibit 
VI). The bank borrowings for 1971 were actually less than the company 
had originally projected because of higher operating profits on programs 
other than the I-1011. A deferred liability to the U. S. Government 
for $100 million plus two debenture issues brought the total long term 
debt to $707 million at the close of 1971 [8]. 

An attempt to tap the equity market for funds during 1972 
failed. With Lockheed stock selling at about $12 early in the year, 
the Board of Directors voted to increase the authorized number of shares 
fram 20 to 30 million. This increase would have to be ratified during 
the annual meeting in May. The hope was that introduction of the I=1011 
and other "good news" announcements would increase the market value of 
Lockheed's stock and allow them to fatten its equity with a new issue. 
The major banks indicated that they would support any attempt to im 
crease the campany's capitalization [27]. Before the end of the year 
the possibility of another convertible debenture offering was also 
brought up but both of these plans to use the capital markets failed. 
The increased stock price did not come about and the debenture support 
failed to materialize. 5 

By the end of 1972, Lockheed's guaranteed borrowing amounted 
to $130 million and ominous words were coming from GAO. At hearings 
before the Joint Economic Subconmittee in December, Elmer Staats, the 
Comptroller General, told members that Lockheed sales were running far 


below the company's breakeven point. Unless the company received a 


54 





"substantial number" of additional orders, the I-1011 program could 
impair the financial condition of the company [Ref. 40]. As Lockheed 
was the nation's number one defense firm, the Congress and the Defense 
Department had good reason for concem. 

a. Merger Sought 

Throughout 1972 a merger partner was sought as a way to 
help ease this impending financial crisis. In February rumors began 
to fly that General Dynamics might be interested. Most analysts dis- 
counted a GD-Lockheed merger because neither could do the other any 
good. General Dynamics had more than its share of home grown troubles 
without taking on Lockheed's also. Any partner for Lockheed must have 
a balance sheet capable of supporting over $700 million in long term 
debt [Ref. 41]. 

Lockheed financial bosses were trying to "sell" a merger 
based on Lockheed's successful performance prior to the I=1011l and 
associated problems. The pro-merger forces contended that any risk 
involved would be richly rewarded but by December 1973, despite active 
solicitation, there had been no takers. 

The reasons for this lack of interest were many but the 
sheer magnitude of the debt was certainly foremost. By mid-year 1972 
it waS apparent that Lockheed's credit would be strained even more 
by the events taking place. 

Investors' lack of confidence resulted in Lockheed's stock 
falling to an all time low of 2 3/4 during 1973. Although this stock 
price drop was caused in part by a bearish stock market and a growing 
recession, many analysts were predicting bankruptcy by the end of the 


year. With the repayment of the guaranteed loans now moved to 1977 by 
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Lockheed forecasters, there again appeared a need for more short term 
"quick" financing to meet the company's cash requirements. 

The Irl011 burden became heavier in 1973. Approximately 
$900 million in L—-1011 gross inventory recovery was dependent upon the 
receipt of future firm orders. The cost and selling price of current 
orders was based on a 300 aircraft Ir1011 program. This produced a 
zero gross profit in 1973 and this trend was expected to continue well 
into the future. At the 1973 pace the final realization of Ir1011 
development, tooling and production start up costs could extend into 
the early 1980's [11]. Given the worsening state of the airline in 
dustry even these figures were over-optimistic. Delivery delays and 
option cancellations would severely reduce the chances of recovering 
Lockheed's Im1011 investment. 

Potential financing for the future long range version L-1011 
did appear during 1973. Howard Hughes’ Summa Corporation agreed to buy 
$100 million in new Lockheed convertible debentures and notes to help 
finance the venture. $50 million would be convertible into common stock 
and $50 million directly convertible in IrT1011's [34]. This credit 
expired in 1974 when Lockheed decided not to develop the long-range 
I=1011. 

Merger studies continued throughout 1974 umder the direction 
of Lazard Freres and Campany, the investment banking firm hired in 
December 1973. Finally in May the name was dropped that was to continue 
to stir controversy throughout the year—Textron Inc.! 

b. The Lockheed-Textron Plan 
Textron, a large industrial conglomerate based in Providence, 


Rhode Island ($1.9 billion sales in 1973) appeared very interested in 
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Lockheed ($2.8 billion in sales in 1973), but strings were attached, 
and it would be a very complex arrangement if consummated. 

By early April 1974, two positive arrangements had taken 
place which apparently pleased Textron's management: the early sales 
of modified L-1011's to Cathay Pacific Airways and the favorable in- 
crease in short term credit to Lockheed fran its lending banks. Ina 
memorandum to the Emergency Loan Guarantee Board in June, Chairman 
Haughton (Lockheed) and Chairman Miller (Textron) explained the plans 
(see Appendix C) [12]. 

The proposed arrangement was not a merger. Textron and 
Lockheed were to operate as separate entities, with many others having 
a say in the final agreement. The Emergency Loan Guarantee Board, the 
British Government and Rolls Royce, the airline customers and Iockheed's 
banks would have to approve the plan. Lockheed and Textron's directors 
and stockholders, the SEC and the anti-trust division of the Justice 
Department were also very interested. 

Many analysts felt Textron's move, with the conditions it 
wanted, would be very smart indeed. Potential benefits were: 

(a) As a 45% owner of Lockheed common, Textron could add 45$ of 
any Lockheed earnings to its own income. That could mean 
nearly $1 per share to Textron in 1975 if Lockheed earns the 
52 per share some analysts forecast. 

(b) Eventual retirement of the preferred stock would reduce 
Textron's investment to the $60 million it proposes to pay 
for the new cammon stock issue. This would be less than 
Textron's investnent in its biggest holding (Aerospace 
Group). 

(c) Rejection of the merger route at that time did not preclude Tex- 
tron from merging with Lockheed later. It did limit 
Textron's liability to the $85 million investment it pro- 


poses. Unmerged, Textron would not be responsible for any 
unforeseen future debts or losses Iockheed might incur. 
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(d) Writing off the I-1011 costs, at minimum, would mean that the 
program would stop showing losses and could begin producing 
a book profit if firm orders passed the 180 goal. Just 
cutting out the Ir1011 losses meant that Lockheed's large 
and profitable government programs, $165 million before 
taxes and interest in 1973, could exert considerable upward 
leverage on earnings of which Textron will own 453. 

Textron would also give up something by refusing the 
Merger route. That would be the federal income tax offsets Lockheed 
losses on the Ir1011 had provided [Ref. 42]. Despite that disadvan- 
tage G. William Miller called the plan a "once in a lifetime 
Opportunity" [Ref. 43]. Textron stockholders apparently didn't think 
so, as Textron's stock plunged over 33% by the end of the year [Ref. 
44]. 

In December same of the conditions of the original agree- 
ment were changed. Textron eliminated the 45 new firm order require- 
ment as long as Lockheed would now write off $800 million before 
taxes instead of the $600 million originally proposed.  Lockheed's 
banks were also asked to accept a higher debt/equity ratio than pro- 
posed in the original plans. Lockheed stockholders' equity would be 
about $150 million after the writeoff and refinancing, about $220 
million less than before [Ref. 45]. By early 1975, an apparently 
unrelated matter, Navy shipbuilding claims, killed the deal. 

Although officially claiming the Textron arrangement was 
killed by the disputed Navy claims, G. William Miller, the Textron 
Chairman, claimed old age helped kill the deal also.  "Dragging as it 
did for nine months, the plan began to develop arthritis. We could 
hear cracks in the joints"[Ref. 46]. Whatever the reason was, the 


$100 million infusion of funds would be sorely missed. With this 


capital need, Lockheed went to work almost immediately to find another 
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partner. General Dynamics (again) the Rockwell Corporation and Hughes' 
Summa Corporation were all mentioned as prospective saviors [Ref. 47]. 
c. A New Credit Agreement 

The lack of new L—1011 orders continued to cause cash flow 
problems for Lockheed. This situation resulted in the acceptance of 
a credit extension of $75 million by Lockheed's banks in April 1974 
[Ref. 48]. This new borrowing arrangement would be short term and 
Secured by flight line and finished L-1011 transports awaiting delivery 
under firm customer orders and by the stock of Lockheed Aircraft Cor— 
poration. Along with this agreement, it was also announced that, 
although this new credit would help, an extension of the loan guarar- 
tees would be needed beyond the present December 31, 1975 deadline. 

The additional $75 million credit was to become an integral 
part of a three phase agreement between Lockheed and its lending banks. 
Phase I, which was to become effective April 1, 1975, extended the 
company's financing including the Government's guarantee. Phase II 
contemplated the conversion of a portion of the underlying nonguaran— 
teed bank loans covered by the 1971 Agreement to preferred stock; and 
Phase III contemplated an exchange offer of preferred stock for out- 
standing convertible debentures, and an additional conversion of nom- 
guaranteed debt to preferred stock. Both Phases II and III were sub- 
ject to SEC and stockholder approval (See Appendix D for more details). 

With the extended credit arrangements and the willingness 
of Lockheed's banks to restructure the debt, the banks would get some- 
thing in return — a formal voice in the operation of Lockheed Aircraft 
Corporation. This role in the management would come in the form of 


voting rights on 2,750,000 shares of the new preferred stock issue. 
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Each preferred share would be entitled to one vote. Although this 
was something the banks had resisted for same time (getting into the 
Operation of a company to which they lend), the situation had forced 
them to become more active [Ref. 49]. 
d. New Standards 

During 1974 the Financial Accounting Standards Board took 
a controversial step toward correcting balance sheet valuation prob- 
lems for Lockheed and others in the recent past. Beginning in 1974 
all research and development costs (except those directly reimbursable 
by others) would be treated as an expense in the year they occurred; 
past capitalization costs would have to be written off against retained 
earnings. This new standard would have a tremendous affect on both 
Lockheed and its cammercial campetitor, McDonnell Douglas (which had 
capitalized close to 1/2 billion dollars of R&D expenditures itself). 
Although not effective until 1975, Lockheed officials announced to its 
stockholders they would implement the change in 1974. By year end a 
net amount of $448 million was removed from L-1011 inventories. This 
net write-off reduced the equity by $275 million to $27 million [30]. 
There remained, however, over $500 million in production and tooling 
costs in inventory that would be recoverable only if sales of I-1011 
aircraft exceeded the orders already on hand [12]. 

e. Government Payback Begins 

Lockheed did make progress in reducing its guaranteed loan 
commitment during 1974. From a high of $245 million in September, they 
were able to reduce this to $195 million by the end of the year. The 
burden of high interest charges was especially heavy on these loans. 


They paid over 13$ for money borrowed during the August-September 1974 
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period [34]. Total interest expense, as a result, increased to $103 
million in 1974 from $69 million in 1973 [29]. 
£. The 1975 Financial Picture 

Despite the overwhelming concern with the "kickback" issue 
(see Section III.D.7) several financial events of importance took place 
during 1975. By mid-year it was apparent that earlier company fore— 
casts on repaying the guaranteed loan had changed [13]. An updated 
forecast at this time from Lockheed showed that some outstanding 
guaranteed indebtedness would still remain as of December 1977, the 
date on which the original extension would run out. This would leave 
only a one-year extension for which the campany may apply. 

With sales increasing, bank borrowings at the end of 1975 
remained at $595 million, the same as at year-end 1974, including the 
$195 million guaranteed by the U. S. Government (see Exhibits XII and 
XIII). Although there had been no new borrowing, there also had been 
no repayment. The cost of this borrowing in 1975 averaged 7.3$, down 
from 11.6% in 1974. This decline was primarily due to a lower prime 
rate and provisions of Phase I of the refinancing and recapitalization 
plan. 

By December 1975 Tristar inventories (Exhibit XIV), reflect- 
ing the changes in accounting, could be compared to the nor-Tristar 
inventory position. Customer advances as of December 28, 1975 included 
$26 million in interest-bearing prepayments from airline customers. 
These prepayments were to be liquidated against deliveries scheduled 


era 1978 [31]. 
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EXHIBIT XII 
LOCKHEED AIRCRAFT CORPORATION INCOME STATEMENT 
(in millions of dollars) 
1971 1972 1973 1475 
(Restated) (Restated) (Restated) 1974 1975 Change 


Sales: 


Aircraft: 

A seo E 302 730 811 559 —252 
Emp ue... 1,891 1.170 1,007 2219255. 1,458 203 
Missiles: 

Space, and 

Bileetronics.... 848 905 967 1,153 1,263 110 
Shipbuilding, 

CET ...... nose. 713 96 53 60 107 47 
Total Sales....... 22 2,473 2, m 220507739: 3.387 108 
Operating Profit.. (41) 26 82 127١ 124; 20 
Interest, other... 6 7 Z 11 10 —l 
Earnings before (35) 23 89 18 -157 19 

Interest&Taxes.. 
Interest Expense.. 23 48 69 103 67 —36 
Pre-Tax Net....... (68) (75) 20 35 90 55 
Taxes (Credit).... (23) ( 4) 6 12 45 33 
Operating Net..... (45) (11) 14 253 45 22 
Extraordinary 

oc o 0... 5 4 4 _ — — 
NEE ........ (40) (7) 18 23 45 22 


Source: Lockheed Aircraft Corporation. Year-end figures taken from 
Statements certified to by Arthur Young & Company, Certified Public 
Accountants. 

Emergency Loan Guarantee Board, "Fifth Annual Report." 
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EXHIBIT XIII 
LOCKHEED AIRCRAFT CORPORATION CONSOLIDATED BALANCE SHEET 
(in millions of dollars) 


12/29/74* 12/28/75 Change 





Assets 
Current Assets: 
cN and Equivalent.............. 122 58 (64) 
Accounts Receivable (U.S. Govt.). 130 156 26 
Other Accounts Receivable........ 45 54 9 
Inventories..... lo all 343 387 44 
Current Portion of Future 
ax 222128123106 a 40 62 22 
Fl lG Expenses................. 48 49 1 
MS a1 CULTent ASSCtS......ccee. | 728 76060 3 
Plant & Equipment (Net)......... ee 258 256 (2) 
Future Tax Benefit, Nom 
Current Assets............. Ed 98 49 (49) 
Unrecoverable IrT1011 Costs......... 550 502 (48) 
os L ASSSLS....... ences 1,634 1,523 (61) 
Llabilities 
Current Llabilities: 
Accounts Payable......... 2 > 261 220 (41) 
Salaries Payable............ es 106 102 ( 4) 
Taxes Deferred or Payable........ 30 39 9 
Customers'! Advances.............. 161 111 (50) 
Retirement Plan............. ete ats 95 63 (32) 
ae o اماما‎ cee ccccee 96 15 19 
Current Portion 0 EDT. a 17 19 2 
Total Current Liabilities...... 766 669 (97) 
Deferred Taxes—Long Term......... a 10 16 6 
Notes Payable under 
JUS A a e 595 590 ( 5) 
Deferred Liabllities 
B@MCOVElT MEN Es. ccc ccs c ec ee ee 80 70 (10) 
Notes Payable 
EO CoOverment. oe... a 23 21 (12) 
Notes Payable 
CA n U. sua rana 7 7 — 
ERES ols bo encore. 127 125 ( 2) 
EE WOrth........ ode EPA 26 75 49 
. Total Liabilities & Net Worth.... 1,634 1,983 (61) 


*Reclassified to conform with the accounting changes instituted in 
the 1975 statements. 
Source: Lockheed Aircraft Corporation. Year-end figures taken from 
statements certified to by Arthur Young & Company, Certified Public 
Accountants. 
Emergency Loan Guarantee Board, "Fifth Annual Report". 
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EXHIBIT XIV 


LOCKHEED AIRCRAFT CORPORATION INVENTORY POSITION 
(in millions of dollars) 

12/29/74 

restated 


L-1011 Inventories 
Gross InventOrjieS............... 437 


Less: Customer Advances......... 257 
Notus... A RESA 185 
Programs other than I-1011 
DesbIn PFOCeSS...-...ee ee 5 394 
Materials & Spare Parts......... 81 
Advances to Subcontractors...... 105 
Gross Inventorjies............. 580 
Less: Advances & 
Progress Payments...... . 422 
Or TOT a 99... 158 
EI VentoLleS..oo.coo.oo..o..os. 343 
Deferred I”-1011 Tooling & 
PRSduccioón EXPENSES... 550 


127/28/75 


455 
Zou 
204 


483 
86 
95 

664 


480 
184 
388 


503 


Change 


18 
(1) 
19 


89 

5 
(10) 

84 


58 
26 
45 


(47) 


Source: Lockheed Alrcraft Corporation. Year-end figures taken from 
statements certified to by Arthur Young & Company, Certified Public 


Accountants. 
Emergency Loan Guarantee Board, 
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4. Controlling Costs 

The need for new financing might not have been so great had it 
not been for the monumental production and manufacturing problems 
Lockheed experienced during the 1972-1975 time period. 

In early 1972 it became apparent that the cost of delivering 
the initial airplanes would be greater than anticipated. The Rolls— 
Royce receivership resulted in substantial manufacturing disruption of 
the I-1011 during 1971 and led to schedule changes and significant 
problems in rehiring and training new personnel. After a delay of 
approximately eight months, during which production was all but halted, 
a program reorganization and renegotiation took place. Lockheed also 
began a reevaluation of its L-1011 program costs and cash requirements. 

The higher costs were due to a number of unknowns which were 
associated with the reopening of such a major assembly line. When the 
program was restored, many of Lockheed's former employees could not be 
rehired. As a result, an inexperienced work force was employed, with 
attendant inefficiency resulting in a higherthan-anticipated level 
of training [8]. This and other disrupting effects, including inventory 
shortages and out-of-station work, i continued to be felt through 1972 
and into the early months of 1973. 

The I-1011 supply chain was often critical. With over 10,000 
items used in the production of the I-1011 TriStar purchased by Lockheed 
fram suppliers on the basis of open orders rather than on the basis of 
orders with a fixed delivery schedule, shortages were very common. 


Company response reduced these shortages considerably by mid-year, but 


A out-of-station work refers to work completed outside of the nomal 
production line flow. 
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the dependence on these suppliers continued. A strike from June 16, 
1972 to September 8, 1972 at a Rolls Royce supplier caused considerable 
production and delivery disruptions. Another supplier's problems led 
to Lockheed's outright purchase of the company in April 1973. 

In order to provide aircraft to airline customers who planned 
on deliveries during the summer of 1972 it was necessary for Lockheed 
to accelerate production. This increased production rate did not end 
as planned in 1972 with the deliveries of the first 12 aircraft, but 
continued throughout the year. The rise in production was especially 
marked in the last two months of 1972. This effort fell somewhat short 
of the expected delivery goal (17 out of 21 aircraft planned) but did 
result in increased efficiency. This positive effect was overshadowed 
by special "out of station" efforts and system control inadequacies, 
with a result that production costs were higher than expected. 

A significant effort was made to improve manufacturing opera- 
tions during the early part of 1973. Among the efforts made were: 

(a) Many installations and functional tests were moved to 

earlier positions in the assembly line allowing work 
to be campleted and tested before subsequent installa— 
tion impeded the work. 


(b) A new training program aimed at increasing production 
efficiency. 


(c) Management changes at the I-1011 assembly facility. 

The company also responded to a FAA survey of quality control 
procedures by instituting many changes during the assembly process. 
The cost of these important steps was estimated at $3 million [11]. 

Despite these efforts, costs continued to rise faster than ex- 
pected throughout 1973. During the late summer and early fall there 


was a disappointing and significant flattening in actual manufacturing 
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hours required as compared to learning curve projections. The two 


prime reasons for this were 


(a) Difficulties of adjusting to the acceleration of the 
manufacturing flow. 


(b) The inability of manufacturing management to effectively 
control the daily work in the fabrication and assembly 
shops. 

By October, 1973 the situation reached the stage where vigorous action 
was again called for. This included organizational restructuring, 
adjustments in assembly ard flight-line station work-loading and the 
replacement, largely through early retirements, of several middle and 
senior level managers. 

During November and December considerable improvement in 
productivity was achieved. With this in mind the company instituted 
an "Action Plan" in early 1974 aimed at continually reevaluating prc- 
duction methods. The goal was to expend $50 million less than the 
campany originally forecast for operations during 1974. 

Throughout the year this plan was continually revised. With 
accelerated deliveries and deferrals a fact of life, a great deal of 
flexibility was called for. Despite this changing environment deliv— 
eries remained on or ahead of schedule, unit production hours continued 
a steady decrease and the quality of the delivered aircraft improved 
[12]. 

The rampant inflation during 1974 was not without its effect 
on L-1011 suppliers. Lockheed, along with most other manufacturers, 
encountered general price increases and continually lengthened order 
lead-time in acquiring scme basic materials. These increases were 
usually covered by abnormal cost escalator provisions in the original 


contracts. 
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Again during 1975 the flattened learning curve appeared when 
delivery schedules and delays became commonplace [13]. It was clear 
by then that market uncertainties, varying demand, and changing produc— 
tion rates were raising havoc with the cost control program. The mar- 
ufacturing process, having suffered through years of disruptive 
influences was now at the mercy of customer needs. This could become 
critical in the near future should sales continue their decline as 
planning for uncertainty became an important part of the manufacturing 
process. 
5. The IrT1011 in Service 
Some major Ir-1011 milestones included: 
5 April 72 — First delivery to Eastern Airlines (EAL) 
14 April 72 — FAA certificate issued 
26 April 72 — First I-1011 revenue flight —EAL 
30 June 72 — UK~CAA Airplane type certificate issued 
The initial report card on the I-1011 was reasonably good. Air- 
line and passenger acceptance was generally favorable with no more than 
the usual initial difficulties associated with the introduction of any 
new aircraft. It received very high marks in reliability and for its 
reduced noise levels. Field teams worked feverishly to correct small 
nagging problems. 1972 ended on an ominous note when on December 28th 
engine problems caused a forced landing of a TriStar and on the following 
day an Eastern Airlines Ir-1011 crashed into a swamp outside Miami, 
Florida claiming 101 lives of the 176 on board [11]. With the memory 
of the "Electra" crashes still fresh in same officials! minds, Lockheed 
experts rushed to help federal investigators determine the cause. Flight 
crew inattention was the opinion of National Transportation Safety Board 
(NTSB) report issued in June of 1973 [Ref. 50]. Lockheed continued 


efforts at correcting the engine problems through 1973. After a second 
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engine shutdown, a costly and time consuming engine inspection program 
was implemented. This caused schedule conflicts and delays until an 
engine fan disc replacement, during the fall, reduced this problem 
considerably [12]. 

Steady improvement in "Dispatch Reliability" throughout 1974 
gave the Ir1011 the jumbo jet the lead in "on time" departures. With 
"Operational Reliability" exceeding 99 percent in spite of the engine 
difficulties, customer reaction was good [30]. Unfortunately this 
good performance did not turn into sales for Lockheed. 

As production and quality control standards increased so did 
L-1011 field performance. By the end of 1975, 500,000 I-1011 hours 
had been accumulated and over 30 million passengers served. The Dispatch 
Reliability for 1975 at 98.1$ was well above average for the airline 
industry [31]. Performance had been more than satisfactory during a 
time when sales were less so. | 

6. Other Iockheed Programs 

Major losses on Lockheed's defense programs by early 1971 had 
amounted to almost $450 million. These losses were most pronounced on 
the C-5A Galaxy, AH-56A Cheyenne, Shipbuilding and the SRAM propulsion 
system contracts [8]. Since 1971 the non-commercial products have been 
the backbone of Lockheed's financial strength despite the fact that 
the Ir1011 program has shifted the company's sales toward the commercial 
markets. Sales to the U. S. Government averaged 88% of total company 
sales fram 1968 to 1972, but represented only 74% of the aggregate in 
1972. The figures for 1973, 1974 and 1975 were 60%, 62% and 65% 
respectively. 

The major non-commercial aircraft programs of the early 70's 


included the P—3C and S—3A anti-submarine warfare aircraft, the C—130 
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and C-5A aircraft. In addition the C-130 commercial transport and 
Jetstar business jet contributed to sales. Shipbuilding, missiles 
and spacecraft, and electronic camputer systems comprised a major por- 
tion of the remaining business [31]. 

With the exception of shipbuilding these programs contributed, 
in a positive way, to the company's operations during the 1972—1975 


time frame. This is clearly seen upon examination of Exhibit XV. 


EXHIBIT XV 


LOCKHEED EARNINGS 
(in millions of dollars) 


1972 1973 1974 1975 
Program profits (loss) other than 
TriStar program and new ship 
constructions 149.9 16578 192 252 
New ship construction (.9) (14.0) (16) (11) 
Star (80. 5) (69.7) (49) (94) 
Interest and other income 6:7 6.8 11 10 
Interest costs (4775) (69.3) (103) (67) 
Provisions for income taxes (14.7) (5.5) (12) (45) 
Extraordinary gain Bee Do 0 0 
Net Earnings 16:2 16.8 23 45 
Net Earnings per share $ 1.43 $1.48 $2.04 $ 3.86 


Source: Lockheed Annual Reports (1972-1975) 
7. Scandals 
In July 1975 Lockheed officials told the Securities and Exchange 
Cammission that Lockheed"could lose lucrative contracts if it was forced 
to disclose details of overseas sales arrangements, some of which involved 


payments to foreign officials" [Ref. 71]. This asvect of Lockheed's 
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foreign sales would be reported almost daily by the news media during 
the remainder of 1975 and well into 1976. They were not alone, as sub- 
Sequent events T but, when connected with cost overruns, ship- 
building claims and government guarantees, Lockheed became the number 
one target of business critics. By August, it became known that at 
least $202 million had been funneled into foreign sales agreements with 
about $22 million going to foreign government officials and political 
Organizations. Lockheed officials argued that it could not identify 
the beneficiaries without jeopardizing its $1.6 billion backlog in 
unfilled foreign orders (military and cammercial). They must be allowed 
to continue payments or seriously hinder future sales. They claimed 
that such payments are a normal and necessary feature of doing business 
in certain parts of the world, are essential to sales and consistent 
with practices engaged in by numerous other companies abroad. 

The list of interested probers into ren payoffs became 
longer as the months went by. The SEC, Senate Foreign Relations Sub- 
committee, Senate Banking, Housing and Urban Affairs Committee, House 
International Relations Committee, Senate Subcommittee on Multinational 
Corporations, GAO, Defense Contract Audit Agency (DCAA) and the 
Emergency Loan Guarantee Board were all looking into overseas sales and 
commissions before the year was out. Foreign payoffs by a large number 
Of campanies were disclosed in investigation after investigation. The 
use of "standard foreign business practices" was much greater than any- 
one had imagined. 

By December, 1975 Lockheed had agreed to disband a special com 
missions fund of approximately $750,000 but continued to deny any alle- 


gations of using corporate funds for U. S. political payoffs. They 
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stressed that any disclosure of future or past payments could 
"significantly impair Lockheed's ability to obtain foreign orders, includ 
ing future foreign orders for the TriStar aircraft that are vital to the 
continuity of the TriStar production’ line" [31]. Further, Lockheed 
officials admitted that payments to foreign consultants would continue 

to be necessary in obtaining "certain significant foreign orders." 
However the Board of Directors had established "stringent policies and 
procedures" to prohibit any such payments to foreign government officials, 
foreign political organizations and officials of foreign nom-government 
customers that would not be deductible for U. S. income tax purposes 

[31]. This stand did not make the obvious problems for Lockheed go away 


nor quiet the unfavorable publicity the payoffs had created. 


BER LOCREFED 1976 
l. More Scandals 

The Bicentennial year started off much as the previous year had 
ended. With foreign payoffs, resignations and disclosures becoming a 
daily publicity problem for Lockheed, other difficulties became secondary 
considerations. Decisions had to be made concerning who would lead 
Lockheed through these difficult times and who would help finance them. 
Would the I-1011 bring Lockheed to its knees again? With GAO reports, 
FBI probes and Emergency Loan Guarantee Board approvals continuing to 
dominate Lockheed's corporate life, would the U. S. Government and 
Lockheed continue to walk hand-in-hand? 

By February, news editorials were discussing the impacts of 
bribes, payoffs and cammissions in military and commercial sales. 
Lockheed Aircraft Corporation was considered one of the most influential 


companies in this area. Indeed, by the end of February two of the most 
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widely-read weekly news publications had as their cover story Lockheed's 
alleged foreign payoffs [Refs. 5] and 52]. Information was also re~ 
vealed during Senate Subcammittee hearings, bringing further negative 
publicity to Lockheed. 

Some of the allegations were: 

— $7 million had been paid to Yoshio Kodama, a Japanese right 
winger, aS part of a push to sell six Ir-1011's for $130 
million to Japan's All Nippon Airways. 

— $1.1 million were paid to Dutch Prince Bernard in the 
early 70's in connection with efforts to sell the I-1011 
and military aircraft. 

— $2.2 million in payments were made to Italian agents who 
passed 85$ on to government officials in connection with 
Italian government purchases of Lockheed transport A/C. 

Other countries said to be involved in payoffs were West Germany, 
Colombia, Venezuela, Saudi Arabia, Indonesia, Iran, Jordan, Turkey, 
and the Philippines. 

By mid-year the Federal Trade Commission (FTC) had also become 

involved in an investigation of foreign sales. They wanted to know 

if the payments gave Lockheed an unfair advantage over other companies 
in making foreign military sales. This was especially relevant when 

it was revealed that All Nippon had dropped an option to buy ten 

DC-10 jets and suddenly ordered six I-1011l's [Ref. 53]. The controversy 
continued throughout the year. 

a. SEC Actions 
During 1975 the SEC began examining the documents previously 

filed by the 25 top defense contractors. This review, at the request 
of Senator William Proxmire, was begun after some earlier disclosures 


about foreign business practices of U. S. corporations. Publicly owned 


campanies are "required to file reports with the SEC reguiarly and 
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whenever there is a significant happening that could affect their finar- 
cial status" [Ref. 54]. It was these reports that were being reexamined. 
Shortly thereafter there came the admittance by Lockheed officials that 
extensive foreign payments had been made (see page 70). 

The SEC's policy was to require corporations involved in 
improper overseas payments to (a) reveal who got these payments and 
(b) agree not to make any more. Lockheed resisted. Negotiations between 
Lockheed and the SEC on a consent decree, covering the company's payments 
abroad, dragged on into 1976. Delayed because of these negotiations 
was the annual stockholder's meeting and Phase II and III of the company's 
refinancing plan. Finally in April 1976 the SEC filed a complaint in 
Federal Court alleging violations of various provisions of federal 
. Securities laws in connection with asserted nondisclosures regarding 
foreign payments. It further contended that Lockheed had made payments 
many times "without adequate records and controls" [Ref. 55] so one could 
not verify the purposes for which the payments were actually made. 
Lockheed finally consented, without acknowledging or denying, by signing 
an SEC decree on April 9, 1976. No names of foreign officials or 
countries involved were mentioned in the consent agreement. 

Included as part of the settlement, Lockheed agreed to 
correct and amend its annual and other reports on file with the SEC 
fram 1970 to the date of the decree. Also, a special review committee 
composed of outside directors was set up to investigate past payments 
and practices. 

A high Lockheed official called the consent decree "the 
pacing factor" [Ref. 56] governing Lockheed's ability to complete the 


details of the recapitalization plan with the company's 24 lending 
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banks, issue a proxy statement and schedule an annual meeting. With 
this out of the way the long delayed stockholders meeting would be 
held in the fall. 

2. A New Chairman 

By February a significant change came about in Lockheed's manage- 
ment. As names of foreign sources were revealed in the payoff scandal, 
directors began resigning. Mr. Daniel Haughton, Chairman and A. Carl 
A. Kotchian, President, concluded that since they had become the focus 
of the controversy over foreign sales commissions, the interests of the 
corporation would be best served by their departure [31]. Mr. Haughton 
at first attempted to get his own man in as the new Chairman but was 
opposed by many of the outside directors, who felt that Lockheed needed 
a new face. He finally gave in and Mr. Robert W. Haack was voted 
Chairman. Mr. Haughton, who had been Chairman of the Board since 1967 
and a director since 1958, would now continue his relationship with 
Lockheed only as an advisor. 

Although there were changes in at least six different positions, 
Mr. Haack's job would be the most difficult. As interim Chairman, 
his planned time frame was expected to be about one year or until he 
could get Lockheed to "start refocusing on our corporate problems." 
This chore would be an uphill battle all the way. 

Robert W. Haack at age 59 was considered one of Lockheed's most 
energetic outside directors. A former investment banker and ex-President 
of the New York Stock Exchange, he was well connected in Washington and 
Wall Street. He had spent the last two years drumming up support for 
various Lockheed refinancing schemes. He stated his priorities as 


"getting us through our financing problems and some of our Washington 
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problems. We have no cash problem at present but we do have a capitali- 
zation problem with too much leverage." By August he was claiming that 
"the big threat is the I-1011, and you could almost characterize that as 
a bookkeeping problem" [Ref. 57]. 

The L-1011 was a marketing problem as well. Although considered 
quiet and efficient and having performed to good reviews from various 
airline customers, only 162 firm orders had been taken by late September 
1976. This compares to an original projection of over 700 when the 
Ir-1011 was introduced eight years earlier. By mid-year Lockheed had only 
about three years worth of orders left, which it must produce at a 
costly, rock bottom rate of about six planes per year. Projected operat- 
ing loss on the I-1011 in 1976 alone was over $100 million. By October 
Lockheed had only five new orders for its plane. 

Haack's goal was to keep the I”1011 alive for another five years. 
If Lockheed could do this, its equity may well grow large enough to 
absorb the remaining $250 million in deferred costs. It was now writing 
down $500 million of its deferred costs at a rate of $50 million a year, 
but, if the plane is forced out of production before 1979, a $350 million 
to $475 million write off would be required against an equity of between 
$100 million and $250 million. Lockheed would then be without equity [57]. 

By mid-1976 refinancing appeared again to be a reality. The new 
plan differed little fram the one agreed on last year and killed by the 
foreign payoff revelations. The banks, as originally planned, would con- 
vert $50 million in debt owed by Lockheed to preferred stock. This would 
boost the company's fragile net worth to $86 million in June, with a 
total debt of $800 million. Chairman Haack was also able to persuade the 


banks to convert $350 million of the non-guaranteed debt. The switch 
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would be fran 90-day revolving notes to a five-year term loan [Ref. 58]. 
The additional $75 million line of credit arranged for in 1974 could 
now be dropped. 

It appeared Chairman Haack would lose his first battle for 
Lockheed when Canada abruptly pulled out of a $750 million order for 
18 P-3 Orion ASW aircraft. But Mr. Haack acted immediately with a new 
proposal stretching the production schedule and reducing the outside 
financing required. By July, the Canadians had done an about face and 
Signed the patrol plane agreement [Ref. 59]. 

The refinancing plan, with only minor revisions, was approved 
during the first shareholder meeting in two-and-one-half years. This 
meeting was unusual in that Lockheed's lenders (who would soon became 
reluctant part owners) attended. By the end of the meeting officials 
felt confident in Lockheed's ultimate survival. Chairman Haack claimed 
that within six to eight months the campany would no longer need the 
loan guarantees. "There are some banks willing to give up the 
guarantees at this moment," said Haack "the majority would like to 
wait six to eight months" [Ref. 60]. 

3. The I-1011 Family 

Late in 1975 and into 1976 Lockheed officials dicussed the 
possibility of another L-1011 derivative to go with the three basic 
models then in production (Exhibit X). A preliminary design for a 
I-1011—250 was proposed to its customers. The "Dash 250", as it was 
called, was designed to meet the increased range and/or high altitude 
airport requirements of certain poteritial customers. Its introduction 
was made dependent upon the receipt of firm orders. Exhibit XVI 


illustrates the market in which the I-1011—250 was to campete. 
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EXHIBIT XVI 
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During marketing efforts for the Dash 250 it became evident to 
Lockheed planners that the immediate market would require an airplane 
designed to provide medium-capacity, transoceanic jet transport by car— 
rying fewer passengers at least 5000 nautical miles. A company task 
force, utilizing maximum commonalty of design and manufacturing facili- 
ties came up with the answer—the I—1011-500. Comparison of the Dash 


250 and the "Dash 500" indicated significant differences. 


—250 —500 
Engine RB211—524 RB211—524 
GTOW 496,000 496,000 
No. of Passengers 218 231: 
Range 4300 n.m. 5300 rm 


By August, British Airways had converted six firm and three option or— 
ders for the I—101l—1 into orders for the I-1011-500 version and added 
another three option orders on the same aircraft. The Dash 500 was 
assigned production status by September with first delivery scheduled 
for sometime in 1979 [10]. No orders for the Dash 250 version were re- 
ceived during 1976. 

With these new models the I-1011 had branched out considerably 
from its basic version first flown in 1971. Lockheed officials now 
talked of the L-1011 family tree that would be the basis for operations 
into the 1980's. They also hoped to add a smaller, more efficient, 
two engine TwinStar when more favorable market conditions obtained. 
Exhibit XVII shows the L-1011 and DC-10 (its nearest competitor) family 
trees as of late 1976 [Ref. 61]. 

4. Airline Recovery 

By early 1976, the airline industry was showing signs of recovery. 

With air traffic levels consistently above year-earlier levels, earnings 


for most carriers were improved. Many analysts predicted this upward 
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EXHIBIT XVII 


I-1011 AND DC-10 FAMILY TREES 
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trend would continue into the 1980's. With these encouraging figures, 
the typical aerospace view of the wide-body aircraft market reflected 
a new, somewhat guarded optimism. Despite very little to show in new 
orders during 1976, a market appraisal by one Lockheed official re~ 
flected the industries' feelings, "the airlines are trying to postpone 
new acquisitions for as long as they can—bv putting in more seats, 
going for higher load factors before increasing frequency and getting 
better utilization—if the air transportation market does grow at 7—8$ 
annually, they will have to buy new equipment" [61].  Revenue-passenger 
mile growth averaged 10% during 1976 [Ref. 62]. 
5. Summary 
Despite same good news from Chairman Haack the uncertainty 
that had existed over Lockheed continued throughout the year. It was 
Still unclear as to what effect foreign payoff disclosures were having 
on Lockheed as a going concern. Same immediate results were: 
(a) Claims by the GAO that foreign payments may seriously 
inhibit Lockheed's future success in foreign markets 
and invalidate its current forecasts. 


(b) The possible cancellation by All Nippon Airways of 
its order for six Ir1011's. 


(c) The cancellation by Japan of a $1.2 billion planned 
order for Lockheed patrol planes. 


(d) Very delicate negotiations with Canada over the patrol 
plane purchase. 


(e) At least three lawsuits from interested parties asking 
for the reimbursement of payoff monies. 


(f) The cancellation of two options by Cathay Pacific 
Airlines. 


(g) Resignations and indictments in many foreign countries. 
Total 1976 earnings and sales were down fram the previous year 
(see Exhibit XVIII) indicating some softening in Lockheed's profitable 


defense business. The survival guessing game would continue. 
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IV. CONCLUSION 

A. ASSESSMENT OF MAJOR ARGUMENTS AGAINST THE 

EMERGENCY LOAN GUARANTEE ACT 

In considering the issues, it is necessary to keep in mind the 
many important events that have taken place aimee 1971. Some of these 
include: 

(a) Major changes in DOD contracting policies. 

(b) Complete withdrawal of U. S. troops fram Vietnam. 


(c) Democratic party election sweeps on three occasions (1971, 
197 and 1975). 


(d) Watergate and associated political problems. 
(e) The Arab oil embargo. 


(f) Severe inflation combined with a recession throughout the 
U. 5. econeny. 


(g) A financial crisis and U. S. Government aid for New York 


CTE 
The author presents brief discussions on some of the major arguments 
against providing assistance to Lockheed. Many of these arguments were 
in the form of predictions as to what would happen if the loan guarantee 
program was enacted. Some of these predictions were so general in 
nature that the author's opinion, based on the research material 
gathered, must also be expressed in a very general way. Other arguments 
can be answered more directly. Some of the predicted events could still 
take place. 
I political 
The guarantee would "prove that Lockheed has the muscle not 


only to get the military business it needs but to be bailed out of its 
Civilian misadventures as well " [Ref. 2, p. 159]. 
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Discussion: J. Ronald Fox in his book Arming America: How the U. S. 
Buys Weapons, devotes a full chapter to what he calls "defense market- 
ing" [Ref. 63]. An important part of defense marketing is lobbying 
pressure on Congressmen. Lockheed Aircraft Corporation, having re~ 
ceived a larger share of defense contract awards than any other single 
contractor in seven of the past ten years (1966-1976), has a great 
deal of political power. This was most evident during the hearings, 
debates, and final vote on the Emergency Loan Guarantee Act. 

The aid was necessary because of major problems financing the 
I-1011 program. But "civilian misadventures" does not describe the 
total situation. Part of their problems stemmed from large amounts 
lost earlier on defense contracts, (C-5A, AH-56A, SRAM propulsion 
system). 

Where a large defense contractor locates its plants can be 
vital to its success. Major suppliers for large prime contractors 
also wield enormous political leverage by being strategically located. 
The L-1011 program, although not a defense contract, illustrates this 
political power base perfectly. 

Lockheed relied on 66 major suppliers spread out over 23 states. 
The value of the total I-1011 production program for these suppliers 
was estimated at over $1.5 billion. With a Congressman's major concern 
being his constituents, many of whom may work for these suppliers, it 
would not have been difficult to predict the outcome of many individual 
votes on this legislation. 

With political influence so important, it is not surprising 
when major government contractors strategically locate their plants 


and subsidiaries so as to influence the decisions of key congressmen 





(Lockheed and its subsidiaries are located in seven states and ten 
countries). One Pentagon staff member ably described the atmosphere 
and how to get around it. A way to ensure key program passage would 
be to "place defense plants on wheels and pull them around from one 
state to another so that each Congressional district could have equal 
mm [Ref, 63, p. 150]. 

With programs such as the I”1011 it may be even more than 
plant location that influences a favorable vote. As one Congressman 
succinctly put it, Lockheed's tactics were compared to "an 80—ton 
dinosaur who comes to your door and says, 'If you don't feed me, I 
will die.' And what are you going to do with 80 tons of dead, stinking 
dinosaur in your yard" [Ref. 64]? By the end of 1976 there were many 
dinosaurs flexing their political muscles. 

2. The Aerospace Industry 


"The loan guarantee could spell the beginning of the sociali- 
zation of the American aircraft and aerospace industry" [5]. 


Discussion: The largest aerospace ccmpanies are also among the U.S.'s 
largest defense contractors. Being a large defense contractor (Lock 
heed was the largest in 1971) means living with government involvement 
in the day-to-day activities of the firm. In 1962 Scherer commented 
on the dilemma in the second volume of the Weapons Acquisition Process: 
Economic Incentives [Ref. 65]. 


"A substantial degree of Government intervention-socialism if 
you like-is inescapable." 


The amount of "intervention" had increased greatly by 1971 and is 
still greater in 1976. 
The role of government in making decisions has been especially 


great in government contracting. Safety, equal opportunity, environmental 
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concerns andmany social programs are now an integral part of contract 
terms. The switch from fixed price (TPP) to cost reimbursement con 
tracts has also stimulated government involvement. 

This author equates "socialization" to actual government owner- 
ship of the firmor the nationalization of an industry. This has not 
taken place. The activities of the Emergency Loan Guarantee Board, 
GAO, SEC, Justice Department, and others are not contributing to a 
socialization process in this strict sense. Heavy government involve- 
ment will continue to be a fact of life with or without the Emergency 
Loan Guarantee Act. 


3. Market Discipline 


"A broad loan guarantee bill will only encourage a continuation 
of those practices that have caused this trouble" [Ref. 2, p. 155]. 


Discussion: It is debatable whether the Emergency Ioan Guarantee Act 
actually encouraged "those practices that have' caused this trouble." 
Certainly with the threat of bankruptcy somewhat diminished (although 
not completely removed) truly efficient operations (conscious or uncom- 
scicus) will almost always be less likely. Without the market discipline 
found in more commercially oriented firms, Lockheed and other large 
government contractors are less likely to change their old and sametimes 
inefficient ways. 


4. Contracting 


"The government may give Lockheed preferential treatment in con- 
tracts after the guarantee went through. This could be in the form of 
Sweetheart contracts or an eaSing up of contract administration policies" 
[Ref. 6, p. 26409]. 


"What assurances will there be that the government will not 


seek to bail itself out of the guarantee conmitment through defense 
contract Awards" [7]. 
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Discussion: There is no hard evidence that the government went out of 
its way to arrange things, through its contracting policies, so Lock- 
heed would survive. As stated in section II, favoritism in this area 
would reflect on the government's source selection and contract admin- 
istration policies. Other firms would surely be quick to pick up 
unfair practices and request redress through bid protest channels. 
An indication that the government has not eased up on contract 
administration policies is seen in at least three cases: 
— The Navy's serious dispute with Lockheed in 1971 over $159 
million in shipbuilding claims, which was still in an appeal 
status by the end of 1976. 


— The loss of $9.8 million by Lockheed on a contract for two 
icebreakers for the U. S. Coast Guard. 


— No provisions for abnormal escalation in the basic S-3 cor” 
tract. Lockheed was required to live with this during a 
period of very high inflation rates. 
Despite this Lockheed did very well in defense contract awards from 


fiscal 1971 through 1976. 


Lockheed's Position in Defense Contract Awards (1971—1976) 


Dollar value $ of UPS. 
of Contract Annual 
Awards Contract 
Year Position (billions $) Awards 
1971 lst place 51 5.08 
1972 lst place 1.71 5.11 
T973 lst place 1.66 Sy 
1974 2nd place 1.46 4.3 
1975 lst place 2.08 5427 
1976 2nd place I5] 3.6 


Source: Wall Street Journal 


87 








Major new contract sign-ups during this period included (calendar years): 


1971 — "Trident development funding, Poseidon, Cheyenne development 
funding, P—3C, Coast Guard Icebreaker, C—5A modifications. 


1972 — Trident development funding, follow on SRAM orders, first 
production lot for S-3A, 38 C-130's, 


1973 — Trident, Space programs, Propulsion programs, C-130's, 
S-3A's, P-3C's. 


1974 — "Trident, Space programs, U. S. Navy submarine tenders, C-130's, 
S-3A's, P-3C's. 


1975 — Trident, Space programs, C-130's, S-3A's, P-3C's. 


1976 — Trident, Space programs, C-130's, S-3A's, P-3C's, Saudia 
Arabian air traffic control system, Canadian patrol planes. 


Lockheed's profitable defense contracts have certainly helped them 
recover from past losses. 
220 i BANkrUptcy 
"It is the very threat of bankruptcy which often jolts firms, 
large and small, fram inefficient practices in their utilization of 
labor and capital and in their methods of financing and marketing. This 
effect is lost when there is a guarantor of last resort" [Ref. 2, p. 158]. 
Discussion: The guarantee program, as established in 1971, does not 
make the U. S. Government the guarantor of last resort.  Iockheed was 
still capable of going out of business. The threat of bankruptcy was 
lessened a great deal by the guarantees and probably did perpetuate a 
Sick program (the L-1011). The close scrutiny during the hearings and 
debates (and during the past five years) probably jolted Lockheed fram 
some less—tharrefficient practices as well as a pending bankruptcy 
could have. 
6. Who Benefits fram Loan Guarantees? 
"Government guarantees operate to preserve existing interests 
in a business and provide windfall benefits to management and stock- 


holders. On the whole a monopoly is preferable to artificial competi— 
tion" [7]. 
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Discussion: The government guarantees do operate to preserve the exist- 
ing interests in a business. This is its very basic interest in surviv- 
ing. It is most probable that the guarantees did save Lockheed fram 
bankruptcy. 

The idea of "windfall benefits" to stockholders was exaggerated 
then and, in retrospect, seems even more exaggerated now. Stock prices 


during the 1971—1976 time frame varied as follows: 


High Low 
1971 15 1/4 — 71/2 
1972 15 3/8 — 8 3/4 
LETS 93/8 — 2 3/4 
1974 51/2 - 31/4 
1975 13 7/8 — 3 3/4 
1976 12 1⁄2 6 8 


Source: Value Line 

Dividend payments have not been made since 1969. Certainly 
staying in business prevented same major losses for stockholders and 
management (who may also be stockholders) but "windfall benefits" have 
not yet been attained. 

The management Situation has been tenuous at best. Although 
a case can be made that substantial salaries (up to $150,000—$200,000 
range) can be equated to "windfall benefits" other, less desirable 
factors have had a mitigating effect. Controversy, resignations, and 
indications of severe emotional stress (A campany vice president was 
found M to death, an apparent suicide, after the disclosures in md 
1975), all indicate less than ideal working conditions. The question 
may come down to, where would the manager be had the guarantee program 
not came about? Benefits, from this perspective, range fram none to 


many, depending on the individual involved. 
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Thus the real "windfall benefits" probably went to the U. S. 
Government (in a contracting sense) and Lockheed's biggest guarantee 
boosters, its banks (who stood to lose hundreds of millions of dollars 
in a Lockheed bankruptcy). 

It is doubtful whether monopoly is preferable (fram a buyer's 
standpoint—the U. S. Government) to artificial competition. 
Competition is many times artificially stimulated when large 
contracts are offered for bids. Competition has become the watchword 
for government procurement during 1976. In DOD's view, healthy 
(although somewhat artificial) competition is almost always better than 
sole source (monopoly) procurement. Other factors to consider include: 


(1) Entry and exit of large prime contractors in the Aerospace 
market is very difficult. | | 


(2) Competition can screen out inefficient mismanagement but 
may also drive out firms caught in unavoidable difficult 
circumstances (ex. TPP in late 60's). 

The Anti-Trust division of the Department of Justice invariably takes 

the position that x+l competitors are always preferable to x. Thus an 

opposite viewpoint that "artificial competition" is preferable to 

"monopoly" seems to be the standard that most government officials have 

adopted. Loan guarantees are certainly one way of achieving this end. 
7. Loan Guarantee Controls 


"The breath, magnitude and lack of enforceable controls in 
this measure make it a financial Tonkin Gulf resolution" [Ref. 2, p. 159]. 


Discussion: Although Lockheed did have problems meeting their original 
loan guarantee deadlines, the Emergency Loan Guarantee Board closely 
controlled the total loan guarantee program. Lockheed had to seek the 
Board's approval for any action which could affect its financial position. 
The Board's annual report to Congress scrutinized every major aspect 


relating to repayment of the loan guarantees. 
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The above quote indicates that the spokesman believed the Ad- 
ministration was trying to pull something over Congress' eyes which 
would lead to disastrous follow on aid. This has not been the case. 

8. Potential for Government Loss 


"There is substantial risk of default and loss to the goverm 
ment in the proposed guarantee" [Ref. 2, p. 154]. 


Discussion: The government adequately protected itself with collateral 
in the early stages of the guarantee program. Lockheed assets of $253 
million backed the guaranteed loans and the government was given top 
priority in any bankruptcy proceedings. 

There certainly has been danger points with respect to potential 
default by Lockheed. They required $245 million of these loans and an 
extension to the repayment deadline. With $100 million still to repay, 
as of late December 1976, and more than $253 million in assets still 
backing the goverrment position, adequate protection is assured even if 
Lockheed should now default. 

9. Credit Arrangements 

"What interest rates will be charged? Will the terms be adverse 
to McDonnell Douglas or to Boeing, which have to go into the money 
market without the advantage of guarantees" [7]. 

Discussion: This question points out an interesting facet of the loan 
guarantee program. Lockheed was able to receive guaranteed bank borrow- 
ings at 8% and 7.3% during 1971. Other borrowings, in subsequent years, 
en about 3% above the prime lending rate. 

If we assume that McDonnell Douglas was able to borrow at the 
prime interest rate (which it undoubtably was not able to do), then 
Lockheed paid only 3% more in interest for its borrowings. 

Since Lockheed and McDonnell Douglas have similar bond offerings, 


a comparison of current market yields over the period 1971 to 1976 can 
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be made. High and low price quotes on Lockheed's convertible subordi— 


nated debenture 4 1/4's due in 1992 are as follows: 


Price Range 1976 1975 1974 1973 1972 1971 
High 49 44 1/4 36 44 1/4 49 3/8 47 7/8 
Low 34 1⁄4 28 1⁄8 24 [1/8 23 1⁄2 39 3⁄4 25 1/8 


McDonnell Douglas's convertible subordinated debenture 4 3/4's 


due in 1991 are now compared: 


Price Range 1976 1975 1974 1973 1972 1971 
High 89 1/2 903/8 S 2 95 85 1/4 
Low 59 5/8 81 79 86 81 1/4 71 5/8 


Effective yields on these bonds can now be calculated and com 


pared with the guaranteed notes and prime lending rates 


McDonnell 
Lockheed Lockheed Douglas 
Convertible Guaranteed Convertible Prime 
Current Debentures Notes Debentures Rate 
Yield(%) High Low High Low High — Low High Low 
1971 16.9 8.8 SUIS 66 5257 6.25 5.25 
1972 10.6 8.6 8.25 6.6 SSS 50 EI IS 
1973 18.0 a IIS O 5.5 5-0 10.0 6,25 
1974 ice 8 ¿13 1421053 6 05 54 12.0 9.0 
T975 15.1 9.6 10.8 9.25 Sec. 5.2 10.25 0 
1976 12.4 8.6 9.4 8.3 7903 72 


Lockheed's market debt shows significantly higher interest rates 
than either McDonnell Douglas or the Lockheed guaranteed notes. Using 
the market rate as a fair indication of what Lockheed should be paying 
for its debt, a clear government subsidy which discriminates against 


McDonnell Douglas' borrowing arrangements, does exist. 
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10. Precedent 


"A dangerous precedent it in effect makes the federal govern- 
ment a partner in that company" [7]. 


Discussion: The loan guarantee to Lockheed was a precedent. Whether 
it was a dangerous precedent is still open for argument. Because of 
the environment fostered by the Congress, the news media and the 
Emergency Loan Guarantee Board there have been no other requests for 
guarantees under this Act. Firms in need have still tried to receive 
aid through other means. 

Proponents of assistance to New York City used Lockheed as 
a precedent. Typical connections were: 

"The Federal government has turned its back on the problems 

of localities. It's been negligent too long. It's absurd, when 
they can bail out the bankrupt railroads, Lockheed and the oil 
companies, that they can turn their backs on the straphangers" 
[Ref. 66, p. 247]. 

"Don't tell me that an Administration which asks to put $250 
million to prevent [Lockheed Aircraft Corporation] from going 
bankrupt can be indifferent to the needs of New York City" [Ref. 66, 
4253]. 

A direct loan to New York City was made in December 1975. The Lockheed 
precedent was an important factor in getting this loan. 

The Emergency Loan Guarantee Board tried to go out of existence 
in June 1973 saying: "While it is possible that circumstances similar 
to the Lockheed situation could arise in the future, such circumstances 
are likely to be rare and should be met by a specific request by the 
Administration to the Congress for authority tailored to the existing 
factual situation rather than by use of any continuing general authority 
delegated by the Congress" (Emergency Loan Guarantee Act of 1971) [Ref. 
11, p. 11-12]. It is likely that, when the loans guaranteed to Lockheed 


are no longer necessary, the Board will again try to dissolve itself. 
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Given the new policies of the current Administration this will probably 
be successful. 

Theoretically another firm can apply for a loan guarantee so 
long as the legislation is on the books. Given that this is still a 
last resort measure, some interesting events could take place should a 
firm be turned down in its application. If the firm should declare 
bankruptcy a court suit could ask for redress in the needed guarantees. 
The U. S. Government could in fact be held liable by the Courts for the 
firm's ultimate demise. This may be another reason for the Board's 
eagerness to go out of existence. 

ll. The Wide-Bodied Jet Market 

"There is not enough business for three firms in the wide-bodied 
jet field and Lockheed's entry will severely cripple the present dominant 
Brass. position” [20]. 

"If Congress approves the bill it should be prepared to sub- 
sidize Lockheed into the indefinite future. There is not sufficient 
market demand to support the number of major commercial airframe makers 


we have in this country" [Ref. 2, p. 158]. 


"The airline market would not support both the Lockheed and the 
McDonnell-Douglas Corporation" [Ref. 2, p. 161]. 


"The bill might result in two sick companies instead of one" 
ete, Pp. 161]. 


Discussion: As of late 1976, the argument that "there is not enough 
business for three firms in the wide bodied jet field" has certainly 
proven true. These three firms are Boeing (747), McDonnell Douglas 
(DC-10) and Lockheed with its Ir1011. 

The market, as viewed in the late 60's, was expected to handle 
all three manufacturers but, B the early 70's, these predictions had 
proven wrong. Earlier and more recent predictions show considerable 


disagreement. 
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Prediction date Source Prediction 


September 1968 Lockheed 1400 I-1011's (more than 1/2 
sold by 1975) 
mid 1971 Lockheed 220 I=—=1011's py 1977 
mid 1971 Lockheed 775 airbuses by 1980 
mida 1971 FAA 760 three engine aircraft during 
70's 
mid 1971 CAB 798 three engine aircraft over 
ten year period 
July 8, 1971 Unofficial 400 I—1011's 
Lockheed 
February 1973 Lockheed 350 I—1011's 
September 1973 Independent 
analysis [Ref.67] 270-310 I-1011's 
1973 Bankers Trust 229—318 I—1011's 
1973 Bankers Trust 2/35 121011 
July 1975 FAA 300 12101155 "not unreasonable" 
July 1976 Lockheed 300 I-1011's (with delivery 


into the late 1980's) 

In July, 1976, the Emergency Loan Guarantee Board concluded 
that "while there is no reason to believe that the 300-plane program 
is not realistic, the importance of achieving it to maintain future 
reported earnings and for other purposes has been lessened by write- 
offs of research and development expenses required for accounting 
purposes" [Ref. 10, p. 27]. 

The latest Lockheed estimates of the wide bodied market reflects 


the expected recovery of airline passenger growth rates. 


The market for wide-bodied aircraft 1975 1980 1985 
Long-range (over 4,000 nni)........ 360 600 1,000 
Medium-range (2-4,000 nmi) ........ 250 400 800 
Short-range (under 2,000 mmi)...... 10 50 400 





Note: Figures relate to the number of aircraft worldwide projected 
at year end. Source: Interavia 1/77 
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When the three major U. S. aircraft producers are compared by 
airliner sales, Lockheed's weak commercial position relative 
to Boeing and McDonnell Douglas, is seen. But Lockheed consistently 


comes out ahead of both firms in defense contract awards. 





US AIRLINER SALES Delivery 
Total sold Sales backlog 
Type to 1-LO-76 1974776" at 1=10-/6 
Boeing 707/720 920 Eoo gemi e 
Boeing 727 1,345 245 132 
Boeing 737 489 108 ES 
Boeing 747 513 55 24 
Lockheed Ir-1011 166 37 18 
McDonnell Douglas DO-9 870 92 48 
McDonnell Douglas DC-10 244 37 18 


Note: To October 1, 1976, backlog is estimated from announced delivery 
schedules. Source: Interavia 1/77 


The dominant U. S. position in commercial aircraft sales has 
actually increased since the loan guarantee proposal. When European 
and U. S. aircraft sales to European airlines were compared (up through 


1974), the trend toward U. S. manufacturers is made quite clear [Ref. 68]. 


Aircraft Sales to European Airlines 
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Source: Aviation Week, February 16, 1976 
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12. The TriStar as an Investment 

"Conflicting information on the Irl1011 breakeven point indicates 
the actual breakeven will probably be much higher than Lockheed projec- 
wens (Ref. 2, p. 154]. 

"Lockheed is likely to lose as much as $2 billion on the I-1011 
program and these losses will only increase if the program is continued" 
[20]. 

Discussion: Both of these statements indicate a lack of confidence in 
Lockheed's ability to predict the future of the IrT1011 program. In 1971, 
Lockheed was projecting a breakeven point of between 255 and 265 I-1l01l's 


Other estimates, before and after, show considerable disagreement. 


Year Estimator Breakeven Point (#A/C) 
1968 Barron's 300 

1970 DOD 370 

971 Unofficial Lockheed spokesman 200—400 

971 Lockheed auditor 255-265 

1572 Lockheed 28 

1973 Independent analysis [67] 287 ( 0% opportunity cost) 
1973 Independent analysis 360 ( 5% opportunity cost) 
2973 Independent analysis 510 (10% opportunity cost) 
LOWS Independent analysis 1000 (15% opportunity cost) 


Value Line [Ref. 69] predicted a program profit on the I-1011 during 
the 1979—1981 time frame. 

As of September 30, 1976, 162 firm and 46 option orders had been 
received. Given the 1971 estimate of 255 to 265 aircraft sales neces— 
sary to break even, there is still a considerable gap that must be closed. 
Some of the problems experienced by Lockheed over the past five years 
which have impacted the breakeven point are: 


— A slow production rate which impacts the training, learning 
curves and supplies. 


— Considerable cost increases in the capital, labor and 
equipment. 


— A continued lack of demand combined with the need to raise 
prices to meet the cost increases. 
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The independent analysis done by Reinhardt [67] in 1973 points 
Out another serious problem that Lockheed planners apparently failed to 
consider in their breakeven predictions. When opportunity costs> are 
included, significant differences appear in the breakeven point. When 
varying production rates are also considered breakeven figures are much 
higher. 

A 1971 study estimated $800 million® in program development 
costs on the Irl0ll. The table below shows potential profit and losses 
based on a $14.7 million selling price and a 300 aircraft program (dollars 


in mM LIONS) (Ref. 3, PD. 11l61}. 


Number of aircraft 


10 150 300 550 

Amortization of $800 million (cost 

per plane) 8.0 5.3 2.2 145 
Estimated production (cost per plane 

original contract) 2559 1595 12 10.5 
Airplane cost 33:5 2008, 14, 722212,0 
Selling price 14.7 14.7 14.7 14.7 
Profit (loss) plane (18.8) (0.1) — D 
Total profit (loss) (RISE ME EM ىل‎ 1.5B 


Source: Hearings, Committee of Banking, Housing and 
Urban Affairs 


This early analysis assumed a constant selling price of $14.7 million 
along with a constant reduction in the costs associated with aircraft 
production. 

These assumptions have been found, by this author, to be 


unrealistic. 


"Opportunity costs consider alternative uses for the money invested 
in a particular project. With the I-1011 these costs may have been as 
high as $1.4 billion and "lost" for over lO years. Any analysis must 
consider this "cost of capital". 


mis estimate of $800 million is extremely conservative. Varlous 
spokesmen indicated amounts running as high as $1.4 billion. McDonnell 
Douglas is said to have spent $1.2 billion in developing the DC-10. 
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Simple calculations using TriStar actual sales dollars and the number 
of aircraft delivered gives a mugh estimate of the average price and 


cost per 11011 (dollars in millions). 


TriStar Sales/Price/Cost Information 


15 2 1973 1974 1975 1976 Totals 


A. TriStar sales 302 730 811 559 431 2833 
E TriStar cost & 

expenses 426 800 860 653 556 5295 
C. TriStar (losses) (124) (70) (49) (94) (125) (462) 
D. Forecasted sales 

(#A/C) 22 41 S 59 39 217 
E. Actual sales (#A/C) 17 39 41 25 16 138 
F. Average A/C price 17.8 18-7 19.8 22.4 26.9 20.5 
G. Average A/C cost 25,1 2025 2150 26 34.7 23.8 
H. Average (loss) TSE 5 2 3.8 7.8 3.4 

per A/C 


source: Lockheed Annual Reports (1972-1976) 


EE Irc give a clear indication of the price increases 
during the past five years and show large E Wie sss in the air- 
craft delivered in 1976. Related indices’ increased over 50% during 
this same time frame. The much slower production rate during 1976, which 
was expected to continue throughout 1977, also had a major effect. 

The final results of the I-1011 program will not be known for 
many years to come, but, as of 1976, it is not difficult to update the 
earlier predictions. 


— Lockheed is likely to lose a great deal on the Ir-1011 program. 
Just how much will be lost depends on future sales and when 
Lockheed decides to complete the program. It is not incor 
ceivable that these losses could amount to upwards of $1 
billion should sales and production rates continue at present 
low levels. When more realistic assumptions of opportunity 
costs and slower production rates are considered, breakeven 
is beyond even the most optimistic sales projections. 


Metal and metal products 119 (1971) — 194 (May 1976) 1967 = 100 
Aircraft Industries Average Hourly Earnings $4.17(1970) — $6.20 (1975) 
Source: Statistical Abstract of the U. S., 1976. 
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13. 1-1011 Technical Capabilities 

"Ihe L-1011 contains serious technical deficiences including 
inadequate engine thrust, excessive weight, and questionable design 
features for a commercial aircraft" [20]. 
Discussion: This dire prediction by loan opponents has not proven 
true. The I”1011 did have technical problems during the introductory 
phases. ° The primary early problems were connected with the failure 
of engine fan discs on the early RB-211's. Other minor problems were 
(1) an engine "surge" or overspeed; (2) development of a high overhaul 
rate for the combustion module (hot section); and (3) a higher-than— 
expected number of accessory drive-gear failures. These difficulties 
had been corrected by mid-1974 and the I—1011 has performed well since. 


Early introductory problems are common to all new aircraft and this 


plane was no exception. 


B. SUMMARY 
Lockheed has survived and much of the controversy surrounding the 
"Lockheed loan" has faded. Although the U. S. Government has not lost 
directly, there will always be the question whether or not there has 
been some indirect loss. Was there a precedent set which will be 
brought up in the future if others need assistance? The answer is not 
a simple yes or no. Certainly proponents of the New York City loan 
in 1975 used Lockheed as an example of how government has been used to 
"bail out" large institutions in financial distress. Although differ- 
ing widely in the circumstances, the use of the government to aid 
organizations in trouble financially is now considered acceptable by 


many people, when the national interest is at stake. 


SSee Section III.D.5 for a discussion of the I—1011's performance. 
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The Emergency Loan Guarantee Act of 1971 has not been used for 
guaranteeing loans to other defense contractors. A cambination of 
Congressional criticism, government involvement in the day-to-day 
operations of the borrower and unfavorable media exposure have all 
served to discourage other potential applicants for the benefits of 
this legislation. This has not prevented government contractors from 
Seeking other types of aid when the situation warranted. Government 
assistance for defense contractors has continued by way of advance 
payments, progress payments, and lesser amounts of guaranteed loans." 
The unique monopsonistic relationship between supplier and buyer of 
sophisticated military equipment has not changed. 

This thesis looked at Lockheed operations during the 1971—1976 
period. The management decision making process, during this time span, 
has been fraught with many uncertainties and burdened by poor choices 
based on overoptimistic predictions. Selling only 20819 $25 millionll 
airplanes, while expected to sell over 700, has been a severe financial 
blow. This has manifested itself in a number of ways, and can most 
clearly be seen by tracing Lockheed's stock performance over the last 
six years. Lack of investor confidence has held Lockheed's common 


below $10 for almost the entire time. 


Ihe Defense Production Act of 1950 allows the U. S. Government 
through various DOD agencies to guarantee loans up to $20 million to 
defense contractors. These loans are sametimes called "V—loans". 


10 
19776, 


There were 162 firm orders and 46 option orders as of 30 September 


ll me basic Ir1l0ll price has ranged from $15 million to $30 million 
over the past six years. Price differences depend on many factors in- 
cluding competition, financing arrangements, and individual customer 
needs. 
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The I-1011 took six years to go fram the drawing board to first 
flight (1966-1972). Another five years (1972-1977) have passed since 
this major milestone. During these 11 years, significant changes 
have taken place in the market in which the I-1011 was to operate. 

Oil embargoes, reduced airline passenger demand, inflation and recession 
have all changed the environment for the worse. With huge amounts of 
money involved, the competition, although among only a few large pro- 
ducers, has been intense. These competitive aspects are expected to 
become even more prevalent should foreign producers become more success— 
ful in U. S. markets. 

As of the end of 1976, 65% of all Lockheed sales were to the U. S. 
Goverrment. 1“ This percentage, having remained almost constant over 
the last four years, 1S a Significant change from the way Lockheed 
used to do business. Department of Defense contracts alone represented 
over 90% of the total company sales during Lo de ten years. 

Given the problems Lockheed has experienced in selling the I-1011, it is 
likely that the U. S. Government may again dominate its future business. 
However the coming end of some of its major defense programs will also 
have an important impact. The P-3, C—130 and S-3 contracts, although 
still with large potential in the foreign sales area, have diminished 
importance in future U. S. sales. 

Lockheed operates in a high technology-high risk environment. This 
environment, although certainly present in defense work, is more perva— 
sive in the commercial world. Government business tends to isolate 


major defense contractors fram some of the hazards of the market place. 


L^sales to the U. S. Government include foreign military sales. 
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Expanding its share of commercial products has removed this "shield" 
and, thus far, proven unprofitable for Lockheed. This should be an 
important consideration in future corporate planning. 

Some other uncertainties Lockheed planners may have to contend 
with could include: 

— Another oil embargo. 

— Further restricted use of available energy sources. 

— Major fluctuations in the value of the dollar. 


— A changing, and potentially less favorable, political environ- 
ment. 


— Major challenges from foreign producers in the wide-bodied 
jet field. 


— Changes in government regulation of domestic airlines. 

— A less than optimum recovery in airline passenger traffic. 

Assuming a more realistic approach to all unforeseen circumstances, 
Lockheed management must continue to deal with their biggest uncer— 
tainty, past, present, and future—the I-1011 will continue to impact 


Lockheed, in an unfavorable way, for many years to come. 
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Min8ball 
Mizell 
Mollohan 
Montgomery 
Morgan 
Morse 
Murphy, N.Y. 
Nichols 
O'Konskl 
O'Nelll 
Passman 
Patman 
Patten 
Pelly 
Pepper 
Pettis 
Pirnie 
Poft 
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Broyhill, Va. 
Buchanan 
Burke. Mass 
Burleson, Tex. 
Burton 
Byrnes, Wis. 
Byron 
Cabell 
CafTery 
Carey. NY 
Carney 
Casey, Tex. 
(rderher 


Price, Tex. 
Pucinski 
Purcell 
Rees 
Reld, Ml. 
Reld. N.Y. 
Rhodes 
Roberts 
Robinson, Ve. 
Rodino 
Rooney, N.Y. 
Rooney, Pa. 
Rousselot 
Eoybal 
Sandman 
Scott 
Sebellus 
Shriver 
Sisk 
Smith, Callf. 
Smith, N.Y. 
Staggers 
Stanton. 

J. Willam 
Steed 
Steele 
Stephens 
Stuckey 
Teague. Calif. 
Teague, Tex. 
Terry 
Thompson, Ga. 
Thomson, Wis. 
Veysey 
Vigorlto 
Waggonner 
Waidle 
Wampler 
Ware 
Watts 
Whitehurst 
Widnall 
Wiggins 
Williams 
Wilson, Bob 
Wilson, 

Charles H. 
Winn 
Wright 
Wydler 
Wylie 
Young, Tex. 
Znblock! 


Abbitt 
Abourezk 
Abzug 
Andrews, Ala. 
Andrews, 
N. Dak. 
Archer 
Ashbrook 
Aspin 
Badillo 
Barrett 
Begich 
Bennett 
Bergiand 
Bevill 
Blaggl 
Blester 
Bingham 
Biatnik 
Boland 
Brademas 
Broomfield 
Brotzman 
Burks, Fla. 
Burlison, Mo. 
Byrne, Pa. 


Camp 
Chisholm 
Clancy 
Clawson, Del 
Cleveland 
Conte 
Conyers 
Cotter 
Coughlin 
Crane 
Culver 
Daniel, Va. 
d^ i^ Ciar7n 
Delaney 
Dellums 
Denholm 
Dennis 
Derwinrki 
Dingell 
Dow 
Drinan 
Duiski 

du Pont 
Eckhardt. 
Ellberg 


Garbanes 
Satterfield 
Scherle 
Scheuer 
Schmitz 
Schneebell 
Sch wengel 
Seiberling 
Shipley 
Shoup 
Sikes 

Sku blitz 
Stack 
Smith, Iowa 


OF REPRESENTATIVES VOTING RECORD ON PUBLIC 
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Evans. Colo. 
Fascell 
Findley 
Fountain 
Fraser 
Gallfilanak!s 
Gaydos 
Gibbons 
Gonzalez 
Goodting 
Green. Oreg. 
Green. Pa. 
Gross 

Gude 


Hamilton 
Hummer- 
schmidt 
Hansen. Idaho 
Harrington 
Harsha 
Harvey 
Hathaway 
Hechier, W. Va. 
Heckler, Mass. 
Helstoski 
Henderson 
Hicks, Mass. 
Hicks, Wash. 
Hogan 
Hosmer 
Howard 
Hull 
Hutchinson 
Ichord 
Jacobs 
Jarman 
Jones, Ala 
Jones. N C. 
Karth 
Kartenmeler 
Kortin” 
Koch 
Kyros 
Latta 
Lennoo 
Link 
boni, Md 
Lujan 
McCloskey 


Springer 
Stanton. 
James V. 
Stelger. Ariz. 
Steiger, Wls. 
Stokes 
Stratton 
Stubbletieid 
Sullivan 
Symington 
Talcott 
Taylor 
Thompson, N.J. 
Thone 
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McKay 
Macdonald, 
Mass. 
Madden 
Mahon 
Mann 
Martin 
Mayne 
Mazzoll 
Melcher 
Mikva 
Miller, Ohio 
Minish 
Mitchell 
Monagan 
Moorhead 
Mosher 
Moss 
Murphy, Il. 
Natcher 
Nedzl 
Nix 
Obey 
O'Hara 
Perkins 
Peyser 
Pickle 
Pike 
Podeil 
Powell 
Preyer, N.C. 
Pryor, Ark. 
Qule 
Rallsback 
Randall 
Rangel 
Rarick 
Ress 
Rlegie 
Robison. N Y 
Roe 
fevers 
Ron pitao 
Rosenthal 
Rostenkowski 
Rosh 
Roy 
Runnels 
Ruth 
Ryvan 
St Germain 


Tiernan 
Udall 
Ullman 
Vanik 

M halen 
White 
Whitten 
Wolff 
Wyatt 
Yates 
Young. Fia. 
Zwach 


ANSWERED "PRESENT" —t 


Aspinall 
Bow 


Bray 
Brooks 
Carter 
Clark 
Clay 
Dellenback 
Dent 
Devine 
Diggs 
Donohue 
Dowdy 


Edwards. La. 


Erlenborn 
Esch 
Foley 


NOT VOTING—S1 


Ford, 
Willam D. 
Frenzel 
Griffiths 
Grover 
Hastings 
Hays 
Horton 
Hungate 
Johnson, Pa. 
Jonas 
Jones, Tenn. 
Kee 
Kluczynski 
Long, La. 
McClure 
McCulloch 
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Metcalfe 
Michel 
Myers 
Nelsen 
Poage 
Price, 111. 
Quillen 
Ruppe 
Baylor 
Snyder 
Spence 
Stafford 
Van Deerlin 
Vander Jagt 
Whalley 
Wyman 
Yatron 
Zlon 
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SENATE VOTING RECORD ON PUBLIC LAW 92-70 


Allen 
Allott 
Baker 
Bennett 
Bible 
Bogz3 
Brock 
Byrd, W. Va. 
Cannon 
Case 
Cook 
Couper 
Cotton 
Cranston 
Dole 
Eastland 
Ellender 


Alken 
Anderson 
Bayh 
Beull 
Bellmon 
Brooke 
Buckley 
Burdick 
Byrd, Va. 
Chiles 
Church 
Curtis 
Dominick 
Eagleton 
Ervin 
Pulbright 


Bentsen 


[No. 185 Leg.] 


YEAS--49 


Fannin 
Fong 
Gambrell 
Gravel 
Gurney 
Hansen 
Hollings 
Hruska 
Humphrey 
Inouye 
Javits 
Long 
Mathius 
McIntyre 
Matcalf 
Miller 
Moss 


NAYS—48 


Goldwater 
Grin 
Harrıs 

Hart 

Hartke 
Hatfield 
Hughes 
Jordan, N C. 
Jurdun, Idaho 
Kennedy 
Magnuson 
Mansfield 
McClellan 
McQce 
McGovern 
Mondale 


Pack wood 
Pearson 
Prouty 
Randolph 
Roth 
Scott 
Sparkman 
Stennis 
Stevens 
Talmadge 
Thurmond 
Tower 
Tunney 
Willlams 
Young 


Montoya 
Muskle 
Nelson 
Pastore 
Pell 
Percy 
Proxmire 
Ribico® 
Baxbe 
Schweiker 
Smith 
Spong 
Stevenson 
Byinington 
Taft 


Welcker 


NOT VOTING— 


Jackson 


Mundt 


105 








APPENDIX B 


Public Law 92-70 
AN ACT 
To authorize emergency loan guarantees tv major business enterprises. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congr | 
. Atted States of America in Congress assembled, 


SHORT TITLE 


ON 1, This Act may be cited as the “Emergency Loan Guaran-‏ لكلا 
tee Act”.‏ 


ESTABLISHMENT OF THE BOARD 


Sec. 2. There is created an Emergency Loan Guarantee Board 
(referred to in this Act as the *Board”) composed of the Secretary of 
the Treasury, as Chairman, the Chairman of the Board of Governors 
of the Federal Reserve System, und the Chairman of the Securities 
and Exchange Commission. Decisions of the Board shall be made by 
majority vote. x 

AUTHORITY 


Sec. 3. The Board, ou such terms and conditions as it deems appro- 
priate, may guarantee, or make commitments to guarantee, lenders 
against loss of principal or interest on loans that meet the requirements 
of this Act. 

LIMITATIONS AND CONDITIONS 


C (a) A guarantee of a loan may be made under this Act 
only 1f— i 
(1) the Board finds that (A) the loan is needed to enable 
the borrower to continue to furnish goods or services and failure 
to meet this need would adversely and seriously affect the economy 
of or employment in the Nation or any region thereof, (B) credit 
is not otherwise available to the borrower under reasonable terns 
or conditions, and (C) the prospective earning power of,the 
borrower, together with the character and value of the security 
pledged, furnish reasonable assurance that it will be able to repay 
the loan within the time fixed, and afford reasonable protection 
to the United States ; and 
(2) the lender certifies that it would not make the loan without 
such guarantee. 


` (b) Loans guaranteed under this Act shall be payable in not more 
than five years, but may be renewable for not niore than an additional 
three years. 

(c) (1) Loans guaranteed under this Act shall bear interest pay- 
able to the lending institutions at rates determined by the Board 
taking into account the reduction in risk afforded by the loan guaran- 
tee and rates charged by lending institutions on otherwise comparable 
Joans. - 

(2) The Board shall prescribe and collect a guarantee fee in 
connection with each loan guaranteed under this Act. Such fee shall 

reflect the Government's administrative expense in making the guaran- 
tee dd the risk assumed by the Government and shall not be less 
than an amount which, when added to the amount of interest payable 
to the lender of such loan, produces a total charge appropriate for 
loan, agreements of comparable risk and maturity if supplied by 
: the normal capital markets. 
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T SECURITY FOR LOAN GUARANTEES 


Sec. 5. In negotiating a loan guarantee nnder this Act, the Board 
shall make every effort to arrange that the payment of the principal 
of and interest on any plan guaranteed reall be secured by sufficient 
ry of the enterprise to collateralize fully the amount of the 
oan guarantee. 


REQUIREMENTS APPLICABLE TO LOAN GUARANTEES 


Sec. 6. (a) A guarantee agreement made under this Act with respect 
to an enterprise shall require that while there is any principal or 
interest, remaining unpaid on a guaranteed loan to that enterprise the 
enterprise may not— 

(1) declare a dividend on its common stock ; or 

(2) make any payment on its other indebtedness to a lender 

whose loan has been guaranteed under this Act. 

The Board may waive either or both of the requirements set forth in 
this subsection, as specified in the guarantee agreement covering a loan 
to any particular enterprise. if it determines that such waiver is not 
inconsistent. with the reasonable protection of the interests of the 
United States under the guarantee. 

(b) If the Board deterniines that the inability of an enterprise to 
obtain credit without a guarantee under this Act is the result of.a 
failure on the part of management to exercise reasonable business 
prudence in the conduct of the affairs of the enterprise, the Board shall 
require before guaranteeing any loan to the enterprise that the enter- 
prise make such management changes as the Board deems necessary 
to give the enterprise a sound managerial base. 

(c) A guarantee of a loan to any enterprise shall not be made under 
this Act unless— 

: (1) the Board has received an audited financial statement of 
the enterprise : and 
. (2) the enterprise permits the Board to have the same access 
to its books and other documents as the Board would have nnder 
° &ction 7 in the event the loan is gnaranteed. 
` (d} No payment shall be made or become due under à guarantee 
ehtered into under this Act unless the lender has exhausted any reme- 
dies which it may have under the guarantee agreement. 

(e) (I) Prior to making any guarantee under this Act, the Board 
shall satisfy itself that the underlying Joan agreement on which the 
guarantee is sought contains all the afirmative and negative covenants 
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and other protective provisions which are usual and customary in 
loan agreements of a similar kind, including previous loan agree, 
ments between the lender and the borrower, and that it cannot be 
amended, or any provisions waived, without the Board’s prior consent. 

(2) On each occasion. when the borrower seeks an advance under 
the loan agreement, the gnarantee anthorized by this Act shall be in ` 
force as to the funds advanced only if— 5 

(A) the lender gives the Board at least ten days’ notice in 
writing of its intent to provide the borrower with funds pursuant 
to the De agreement; | 

(B) the lender certifies to the Board before an advance is made 
that, as of the date of the notice provided for in subparagraph (A), 
the borrower is not in default under the loan agreeinent : Provided, 
That ıf a default has occurred the lender shall report the facts and 
circumstances relating thereto to the Board a the Board may 
expressly and in writing waive such default in any case where it 
determines that such waiver is not inconsistent with the reasonable 
protection of the interests of the United States under the guar- 
antee; and 

(C) the borrower provides the Board with a plan setting forth 
the expenditures for which the advance will be used and the period 
during which the expenditures will be made, and, upon the expira- 
tion of such periods, reports to the Board any instances in which 
amounts advanced have not been expended in accordance with the 

lan. 

(f)(1) A guarantee agreement made under this Act shall contain a 
requirement that as between the Board and the lender, the Board shall 
have a priority with respect to, and to the extent of, the lender’s inter- 
est in any collateral securing the loan and any earlier outstanding 
loans. The Board shall take all steps necessary to assure such priority 
against any other persons. 

(2) As used in paragraph (1) of this subsection, the term “col- 
lateral” includes all assets pledged under loan agreements and, if 
appropriate in the opinion of the Board, all sums of the borrower on 
deposit with the lender and subject to offset under section 68 of the 
Bankruptcy Act. 


INSPECTION OF DOCUMENTS; AUTHORITY TO DISAPPROVE CERTAIN 
TRANSACTIONS 


Sec. 7. (a) The Board is authorized to inspeet and copy all accounts, 
books, records, memoranda, correspondence, and other documents of 
Any enterprise which has received financial assistance under this Act 
concerning any matter which may bear upon (1) the ability of such 
enterprise to repay the loan within the time fixed therefor; (2) the 
interests of the 5 States in the property of such enterprise; and 
(3) the assurance that there is reasonable protection to the United ' 
States. The Board is authorized to disapprove any transaction of such. 
enterprise involving the disposition of its assets which may affect the- 
repayment of a loan that has been guaranteed pursuant to the 
provisions of this Act. 

(b) The General Accounting Office shall make a detailed audit of 
all accounts, books, records, and transactions of any borrower with 
respect to which an application for a loan guarantee is made under this 
Act. The General Accounting Office shall report the results of such 
audit to the Board and to the ON 
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MAXIMUM OBLIGATION 


Sec. 8. The maximum obligation of the Board under all out- 
standing loans guaranteed by it shall not exceed at any time 
$250,000,000. 


A 


EMERGENCY LOAN GUARANTEE FUND 


SEC..9. (a) There is established in the Treasury an emergency loan 
guarantee fund to be administered by the Board. The fund shall 
be used for the bd of the expenses of the Board and for the 
pee of fulfilling the Board's obligations under this Act. Moneys 
m the fund not needed for current operations may be invested in 
direct. obligations of, or obligations that are fully guaranteed as to 
principal and interest by, the United States or any agency thereof. 

(b) The Board shall prescribe and collect a guarantee fee in con- 
nection with each loan guaranteed by it under this Act. Sums realized 
a such fees shall be deposited in the emergency loan guarantee 

und. > 

(c) Payments required to be made as a consequence of any guar- 
antee by the Board shall be made from the emergency loan guarantee 
fund. In the event that moneys in the fund are insufficient to make 
such payments, ın order to discharge its responsibilities, the Board is 
authorized to issue to the Secretary of the Treasury notes or other 
obligatious in such forms and denominations, bearing sneh maturities, 
and subject to such terms and conditions as may be prescribed by the 
Board with the approval of the Secretary of the Treasury. Such notes 
or other obligations shall bear interest. at a rate determined by the 
Secretary of the Treasury, taking into consideration the current aver- 
age market yield on outstanding marketable obligations of the United 
States of comparable maturities during the month prececling the issu- 
ance of the notes or other obligations. The Secretary of the Treasury 
is anthorized and directed to purchase any notes and other obligations 
issued hereunder and for that purpose he is authorized to use as a 
publie debt transaction the prcceeds from the sale of any securities 
issued under the Second Liberty Bend Act, as amended, and the pur- 
poses for which securities may be issued under that Act are extended 
to include any purchase of such notes and obligations. 


FEDERAL RESERVE BANKS AS FISCAL AGENTS 


Sec. 10. Any Federal Reserve bank which 1s requested to do so shall 
act. as fiscal agent for the Board. Each such fiscal agent shall be 
reimbursed by the Board for all expenses and losses incurred by it in 
acting as agent on behalf of the Board. 


PROTECTION OF GOVERNMENT S INTEREST 


Sec. 11. (a) The Attorney General shall take sich action as may 
be appropriate to enforce any right accruing to the United States or 
any officer or agency thereof as a result of the issuance of guarantees 
under this Act. Any sims recovered pursnant to this section shall be 
paid into the emergency loan gnarantee fund. 

(b) The Board shall be entitled to recover from the borrower, or 
any other person liable therefor, the amount of any payments made 
pursuant to any guarantee agreement entered Into under this Act, and 
upon making any such payment, the Board shall be subrogated to all 
the rights of the recipient thereof. 
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REPORTS 


Sec. 12. The Board shall submit to the Congress annually a full 
report of its operations under this Act. In addition, the Board shall 
submit. to the Congress a special report not later than June 30, 1973, 
which shall include a fnll report of the Board's operations together 
with its recommendations with respect to the need to continue the 
guarantee program beyond the termination date specified in section 
13. If the Board recommends that the program should be continued 
bevond such termination date, it shall state its recommendations with 
respect to the appropriate board, agency, or corporation which should 
administer the program. 


TERMINATION 


Sec. 13. The authority of the Board to enter into any guarantee or 
to make any commitment to guarantee under this Act terminates on 
December 31, 1973. Such termination does not affect the carrying out 
of any contract, guarantee, commitment, or other obligation entered 
into pursuant to this Act prior to that date, or the taking of any 
action necessary to preserve or protect the interests of the United 
States in any amounts advanced or paid out in carrying on operations 
under this Act. 

Approved August 9, 1971. 
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APPENDIX C 
MEMORANDUM 


Lockheed Recapitalization Program 
3 June 1974 


This will confirm. the tollowing basic terms for an agreement between 
Lockheed Aircraft Corporation and Textron Inc. with respect to a pro- 
gram for incieasing Lockheed's equity. capital and restructuring Lock- 
heed’s outstanding debt and credit arrangements. 


l. Textron Investnent. Subject to the conditions of this memorandum, 
Textron will purchase for investment (a) 12 million shares of new Lock- 
heed common stock at a price of $5 per share, or a total of $60 million. 
and (b) 250,000 shares of new Lockheed Preferred Stock (described 
helow) at a price of $100 per share, or a total of $25 million. The total 
Textron investment in new Lockheed shares will be $85 million. 


2. Lockheed Rights Offering. Lockheed will sell an additional 3 mil- 
lion shares of new Lockheed common stock at a price of $5 per share by 
means of a rights offering to Lockheed shareholders. The rights offering 
will be registered under the Securities Laws and underwritten by Lazard 
Freres & Co. Textron’s purchase of any Lockheed shares shall be con- 
ditioned upon the execution of an underwriting agreement and effective- 
ness of the registration statement for the rights offering. 


3. Restructuring Debt. The agreement is subject to restructuring the 
present Lockheed bank debt and bank credit arrangements as follows: 


(a) The lending banks will convert $275 million of present Lockheed 
bank debt into 2,750,000 shares of new Lockheed Preferred Stock 
(described below) at $100 per share. 


(b) The lending banks will make available to Lockheed credit lines 
initially totaling $375 million on terms outlined below. 
4. New Lockheed Preferred. The new Lockheed Preferred Stock to 
be issued to lending banks and Textron will have the following terms: 


(a) Total of 3 million shares, par value $100 a share. Aggregate 
par value will be $300 million. 


(b) Dividend rate-.—Cumulative from 1 October 1974 at 5% per 
annum, increasing to 6% per annum commencing 1 October 1979 and 
to 7% per annum commencing 1 October 1980. 


(c) Dividend payment- Cumulative dividends payable on 1 October 
1975 and on each 1 October thereafter. 
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(d) Voting- -One vote per share on all matters, with the right as a 
class to elect 25% of Lockheed Directors in case of failure to pay 
dividends when duc for a period of one year or to meet required sinking 
fund payments. 

(e) Fixed Sinking Fund--6% of original aggregate par value, plus 
redemption premium, payable on 1 October 1976 and each 1 October 
thereafter until fully redeemed. This fixed sinking fund of $18 inillion, 
plus preimum, will be applied prorata on the basis of the original pre- 
ferred shareholders. The sinking find redemption price will be $106 
per share plus accrned dividends. 


(f) Contingent Sinking Fund—An amount equal to 50% of Lock- 
heed net income after taxes (at full rate whether or not paid or pay- 
able) and preferred dividends, commencing with the calendar year 
1975, payable on 1 October 1977 with respect to such net income for 
calendar years 1975 and 1976 and on each 1 October thereafter with 
respect to net income for the preceding calendar year. The contingent 
sinking fund, plus premium, will be applied prorata on the basis of the 
original preferred shareholders. The sinking fund price will be $106 
per share plus accrued dividends. 

(g) Redemption—Redeemable at auy tnne at the option of Lock- 
heed, in whole or in part, at $106 per share plus accrued dividends. 

5. Lockheed Bank Lines. The credit lines to be made available to 
Lockheed by tlie lending banks will be on the following terms: 
(a) Initial Amount $375 million. 


(b) Interest -4% per annum until 30 September 1976, and there- 
after at prnne rate plus 4%. Daring the period from 1 January 1976 
through 30 September 1976, a rate of prime plus 144% will apply to 
that portion of borrowings under the lines in excess of amounts. set 
forth below (in milhons) : 


Period Amount 
Ist Quarter $350 
2nd Quarter 315 
3rd Quarter 2/3 


(c) Commitnient fee of 14% per annum for unused portion of lines. 


(d) Secured by the collateral now securing the Lockheed borrowings, 
plus a security interest in flight-line conunercial aircraft as content 
plated by the recent $75 unllion bank credit 


(e) Reduction of the lines on the following schedule (in inillions) : 


31 December Amount of Reduction 
1977 ار‎ 
1978 100 
1979 100 
1980 100 
$375 
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6. Payment of Deferred Interest. Ve. deferred. interest accraeit by 
Lockheed estimeted) te be $6 ration on 90 September 1974, will br paid 
lo thr banks it closing. 


f. Change in Lockheed Accounting, Upon the revapitalization, Lock- 
heed’s acconnting poheies will be amended by writing off certain non- 
reenriing costs related to the L. 1011 program. Tt كز‎ estimated that the 
write-off under an amended acconnting policy, which would be charged 
to meome in 1074, would amount to about $300 million net after pro: 
viding for anticipated related tax benefits. “Phe avrounting treatment will 
be subjrct to conenrrence of Lockheed, its auditors, Textron and the 
SEC. The projected program for 300 I. 1011 airplanes will not be changed. 


8. Lockheed. Management. Provisions satisfartory to Textron will be 
made for Textron participation in Lockheed management, while main- 
taining management continuity. 


9. Conditions of Agreement. The agreement is subject to each of the 
following conditions: 


(a) Firm orders for the. L-1011. will be. sufficient to bring the total 
program. invliding airplanes already ilelivered. to. 180 airplanes. The 
delivery schrehrles and prices will be initially acceptable to Lockheed 
and Textron. 


(b) Release of the US. Government loan guarantee npon terms 
mutually acceptable to Lockheed, Textron and the Lockheed banks. 


(c) Indications of continued support of the L 1011 program by 
Rolls-Royce. incInding assurances with respect to finding of production 
of the larger engine. 


(d) A favorable tax ruling permitting Lockheed to change to a 
program basis for tax costing in. 1974, and any other required govern- 
mental approvals. 


(e) Verification of Lockheed financial condition and. projections 


(f) Andit of interin Lockheed finanenis to the extent rrqinred by 
Textron. 


(e) No material adverse vhangr in. Lockherd's business or. financial 
condition prior to closing. Lockheed's business to be conducted in the 
ordinary course, with any transactions outside the ordinary course to 
be subject to Textron concurrence. 


(h) Definitive agreements with appropriate warranties and regis- 
tration rights, aml satisfactory carangernients for underwrittuge the rights 
offermy to Lockheed sharehohters. 

(D Proper corporate appeovals. metudine approval by Lockheew!s 

and Textron's respertive Boards of Directors and: shareholders. 


(jJ) Approval by. holders of twothiads ot the outstanding Lockheed 
Subordinated Deberatnres to amend the Indentime to periit redemption 
ol the Lockheed Preferred Stock and other HECESS Y ALTS. 


(ki Closme by 30 November 1977, 


signed? D. J Havanıon (unc) €. Winilaa MirirnR 
LOCKHEED NIRUCRAFUÜNORPORATION TEX PRON ING. 
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APPENDIX D 


SUMMARY OF FINANCIAL 
RESTRUCTURING PLAN 


PHASE | 

Ihe principal terms of the 1971 Credit Agreement 

are amended as follows: 
® Phe termunatton date is extended to December 31, 
1977. 
SM Maximum ceda remains at $650 million, consist- 
ing of $400 million Credit Notes aud $250 million 
Guaranteed Notes. he Credit Note imaxinuini will 
be reduced by an amount equal to. tlie amount 
of Credit Notes the banks convert to Series A Pre- 
ferred Stock as described under Phase 11. 
B Ihe interest rate on Credit Notes will be 466 per 
annum for a two-year period commending April I, 
1975 and prime plus 1% thereafter. 
B Certain provisions and covenants are modified to 
reflea the accounting change for write-off) of 
development costs, and other necessary matters. 
lhe terms of the 1974 Credit and Security Agree- 
ment, which subject to certain conditions can provide 
up to $75 million of addiuonal credit, are also amended 
to extend the termination date to Deceniber 31, 1977. 

Sunultaneously with. the. amendinent of the 1971 
Credit Agreement, Lockheed. issued. 10 its. lending 
banks ten-year warrants under which the holders mav 
purchase 1.75 million shares of Common stock at $7 per 
shine. 


PHASE II 
Conversion of Bank Debt to Preferred Stock 
Following the necessary approvals by Lockliced's 
shareholders and debentureholders, the banks would 
convert $43 million of outstanding Credit Notes under 
the 1971 Credit Agreement and $7 million of deferred 
interest on bank indebtedness into new Lockheed Series 
A Preterred Stock. Upon this conversion, Lockheed 
would issue to the banks ten-year warrants for an addi- 
tional 1.25 million shares of Commnon stock at $7 per 
shae. 


Amendment of Credit Agreement 

Cerai provisions and covenants will be modified 10 
reflea the conversion of debt to Preferred Stock and 
oher necessary matters. 
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PHASE lll 

Exchange of Convertible Preferred Stock 
for Convertible Subordinated Debentures 

Subsequeit to the actions described in the precedimp 
paragraphs, Lockheed would offer to exchange shares 
ol new Senes B Converable Prelerred Stock Por its ont- 
standing $125 nulhon issue of 414% Convertible Sirbor- 
dinated Debentures. 
Conversion of Additional Bank Debt to Preferred 
Stock 

Upon consamination ol the exchange olfer, the 
banks would convert up to $25 million oF additional in- 
debtedness lor Serres A Preferred Stock. 1H $415 million 
or niore (priicipal amonut) ol the debentuires are ex- 
changed for Series B Convertible Preferred Stock, the 
conversion world be $25 million of additional loans. Hf 
less than that amonnt of debentures is exchanged, the 
conversion wonld be on a dollar-Tovr-dollav basis for the 
Amonnt exchanged im excess o1 $25 inillion but less than 
$15 million. 


NEW LOCKHEED SERIES A 
PREFERRED STOCK 
Phe new Lockheed Series A Preferred’ Stock, to be 
issued to the lending banks, will have the following 
terms: 

a. Votal of up to 750,000 shares, $1 par value, liqui- 
danon preference $100 per share. Senior to all 
other Preferred Stock on liquidation. 

b. Dividends, payable seimiannually, will be cumnla- 
uve from date of issuance at $9.50 per share per 
year, and will be junior, in right of payment, to div- 
idends on Series B Convertible Preferred Stock 
except m liquidation. 

c. Sinking funds: 

(1) Fixed sinking fund will commence on May 1, 
1979 1n an annual amount equal to 1056 of the 
original aggregate liquidation preference, 

(2) Contingent sinking fund. will commence on 
May 1, 1979 inan annnal amount equal to 10% 
of the prior year's net income (as defined) less 
all preferred dividends. 

(3) Sinking fund redemption price will be $108 
per share. 

d. Optional redemption will be provided at $108 pea 
share after March 1, 1980, pro rata with Series B 

e. Holders wiht have one vote per share on all mat- 
ters, with the right to elect 20% of the board ol 
directors il a smkmg Fund payment or tuo 
Selami dividends are passed. 
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APPENDIX D (continued) 


NEW LOCKHEED SERIES B CONVERTIBLE 
PREFERRED STOCK 


The prmeipalternais with respecto pricing ofthe new 
Lockheed Series B. Convertible Preferred Stock, ex- 
pected to be offered in exchange lor subordinated de- 
beutures, have not vet been determined. Derims that 
have beeu determined are as Lollows: 


a 


ct 


0 


Dividends, payable semitauitally, will be cumuta- 
tive trom date of issuance and senior, in right of 
payment, to dividends on Senes A Prelerred Stock 
except ui liquidation. 

lu liquidation will be pinioi 10 Series A Prelernned 
Stock. 

Holders will have one vote per share on all mat- 
ters, with the right to elect two directors if three 
dividends are passed. 

Sinking Fund will commence i 1983 ın an annual 
amount equal to 1056 0l the aggregate liquidation 
prelereuce outstanding on October 1, 1983. 
Shares willbe convertible into Lockheed common 
stock. 

Optional redemption alter March 1, 1980 will be 
provided pro rata with Series A. 


CONDITIONS OF AGREEMENT 


The transacttons contemplated bv Phases 1 and 111 
are subject to the lollowing conditions: 


a 
b. 


Necessary approvals by Lockheed shareholders. 
Approval by holders of two-thirds of the outstand- 
ing Lockheed Subordinated Debentures of an 
amendment to the Indenture to permat payment 
of dividends ou, and mandatory and optional 
redemption ol, the new Series A and Series B 
Preferred Stok. 

No event ol default under the amended 1971 
Credit Agreement and 1974 Credit and Security 
Agıeeiment. 


[n addition, Phase HI will require that a registration 
statemeut lor tlie exchange offer under the Securities 
Act ol 1933 be effective. 
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